
HD 

9346 
. U54 
P43 
2003 










Financial 1li^hli&his 

_ _ o o 


PepsiCo, Inc. and Subsidiaries 

($ in millions except per share amounts; all per share amounts assume dilution) 



2003 

2002 

% Chg(a) 

Summary of Operations 

Division net revenue 

$26,969 

$24,978 

8 

Total net revenue 

$26,971 

$25,112 

7 

Division operating profit 

$5,813 

$5,308 

10 

Total operating profit 

$4,781 

$4,295 

11 

Net income 

$3,568 

$3,000 

19 

Net income per common share 

$2.05 

$1.68 

22 

Other Data 

Management operating cash flow^ 

$3,032 

$3,279 

(7) 

Net cash provided by 
operating activities 

$4,328 

$4,627 

(6) 

Capital spending 

$1,345 

$1,437 

(6) 

Common share repurchases 

$1,929 

$2,158 

(ID 

Dividends paid 

$1,070 

$1,041 

3 

Long-term debt 

$1,702 

$2,187 

(22) 


(a) Percentage changes above and in text are based on unrounded amounts. 

(b) Excludes net capital spending. For additional information see "Our Liquidity and 
Capital Resources" in Management's Discussion and Analysis. 


Division Net Revenue 
Total: $26,969 


Division Operating Profit 
Total: $5,813 
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On the cover: 

Growth and trust go hand in hand. 

PepsiCo grows because we work hard to earn consumer trust. 
People bring our brands into their homes and consume them 
throughout the day.This report explains some of the reasons 
why consumer trust — and the trust of other constituents — 
is a high priority for PepsiCo. 


When markets or market share are referred to in this report, the markets and share are defined 
by the sources of the information, primarily Information Resources, Inc. and ACNielsen. 

The Measured Channel information excludes Wal-Mart volume as Wal-Mart does not report 
volume to these services. 
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Steve Reinemund 

Chairman and Chief Executive Officer 


They are at the core of our heritage, and together form the 
cornerstone for our future success. We are so confident of this 
connection that we chose to highlight it on our cover, and to 
share our 2003 performance in the context of our culture. We're 

focused squarely on a 
commitment to deliver 
sustained growth 
through empowered 
people, acting with 
responsibility and build¬ 
ing trust . Put simply, this 
commitment represents 
our priorities in the pur¬ 
suit of creating value. 

This isn't just corpo¬ 
rate speak. It's how our 
143,000 associates do 
business. It enables us 
to deliver our annual 
results, to plan for our 
future and to address 
challenges opportunisti¬ 
cally. To help show how, we've included in this publication a 
Corporate Social Responsibility Report for the first time in our 
company's history. I encourage you to read this special report, 
as it provides a clear line of sight into how we're operating 
responsibly, and building trust along the way. 

Through growth and trust, your company consistently 
delivers industry leading performance. Over the past four years, 
we've grown faster than both the S&P 500 and our industry 
group. We improved on that strong record in 2003: 

• Volume grew 5%. 

• Division net revenue grew 8%. 

• Division operating profit grew 10%. 

• Total return to shareholders was 12%. 

• Earnings per share grew 22%. 

• Cash flow from operations was $4,3 billion and manage¬ 
ment operating cash flow was more than $3 billion. 

Our leading brands, unparalleled distribution systems, and 
vibrant pipeline of innovation continued to drive that perform¬ 
ance, and serve as strong platforms for future growth. We're 
proud of all these tools, and continue to invest in them. But at 
the heart of our capabilities is a culture committed to growth. 


\ cominilmrnl to sustained growth 

It's not just any kind of growth. Just about any way you look at 
our businesses, we're producing solid, balanced growth. Our 
health and wellness brands are growing, as are our fun-for-you 
businesses. We've achieved solid growth rates in snacks as well 
as beverages, within our North American as well as international 
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8 % 


Division Net 
Revenue 


22 % 


Earnings 
Per Share 


10% 


Division 

Operating Profit 


29 % 


Return on 
Invested Capital 


operations. Our top-line and bottom-line growth rates are in 
step, as are our short-term and long-term growth prospects. 

Our businesses are strong. We rank fourth among the largest 
food and beverages companies in the world. We have 6 of the 
15 largest-selling brands in U.S. supermarkets. And, around the 
world, 16 of our brands sell more than one billion dollars each 
at retail. Our products are enjoyed by people of all ages, at all 
times of day. 

There's no better time to invest for future growth than when 
things are going well, and that's exactly what we did in 2003. 
Specifically, we streamlined our North American beverage 
operations, retired old snack assets, and restructured our 
international businesses. And we're investing in new business 
processes that will yield funds to reinvest back into our 
businesses. Those dollars will enhance our capabilities and 
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advantages; for example, driving product innovation and 
exercising marketing muscle across the globe. 

IVo|>l(* make 1 lie (lillmMicr 

Just as growth is part of PepsiCo's DNA, so is the idea of personal 
ownership. Our people have a long history of thinking and 
acting like they own their businesses, which is a reflection of 
their passion and ability to make a difference in their work. The 
associates who make, move and sell our products, and their 
colleagues who support them, understand that even the 
greatest brands and plans in the world won't succeed without 
empowered people to steer those capabilities and resources in 
meaningful ways. 

That has never been more true or necessary than today. The 
need for personal ownership is more compelling than ever as 
we face three inescapable realities: 

• A rapidly consolidating customer base that expects us to 
operate efficiently and effectively to meet their needs. 

• A changing consumer with increasingly different needs, 
and a desire and expectation for choices. 

• Increasingly sophisticated competitors who understand 
that convenient foods and beverages, our "sweet spot," 
also represent an opportunity for growth. 

To successfully address these challenges and meet our 
growth goals, the importance of ownership is clear. It's a 
long-standing strength we will continue to build upon, as we 
change and adapt to these market conditions. And we are 
changing ourselves. 

First and foremost, we've taken the best of what we've done 
historically — managing each independent and successful 
business vertically — and added a new dimension: managing 
across all our businesses horizontally to maximize PepsiCo's 
muscle. Whether that means purchasing boxes for everything 
from cereals to juices, or manufacturing and selling across a 
broader array of product lines, we're pushing ourselves to 


operate faster and smarter than ever before. And we're doing it 
from a position of strength and success. In essence, we're build¬ 
ing on how we've managed best. 

In this new environment of vertical and horizontal manage¬ 
ment, PepsiCo associates are empowered to innovate not only 
across our brands, but through virtually any business process 
: they touch. They're using their diverse experiences to develop 
new product platforms, to power up our existing big brands with 
big ideas, and to find new ways to enhance our effectiveness 
through deeper collaboration. For example, in Mexico our 
Sabritas and Gamesa businesses have joined together to share 
services such as accounting, audit, legal, fleet operations and 
warehousing to take advantage of their combined scale and 
create major efficiencies. Strong and successful businesses in 
their own right, Sabritas and Gamesa have discovered they can 
be even greater together. 

Working together has also created success in the market¬ 
place. Under our continuing "Power of One" initiative, we've 
adopted a horizontal management perspective with our cus- 
; tomers — with great results. In 2003, we created dedicated 
| sales teams to represent and sell our entire portfolio of brands 
■ to our major retail customers. Today, we have 20 teams that 
l market our products to more than 35 of our largest partners: 
mass merchandisers, club, supermarket and convenience 
stores, drug and dollar stores, and foodservice accounts. We've 
learned that we can do much more together than any one of 
our divisions or business units can do alone.This approach 
increases our in-store presence — and boosts sales and profits 
for our customers. In fact, our brands drive nearly as much sales 
and profit growth and cash flow for major U.S. retailers as all 
five of our next largest competitors combined. 

Empowerment helps drive success, and with success comes 
rewards. Last year, we redesigned our compensation system for 
executives, and our SharePower stock option program for 
PepsiCo associates. Our new compensation designs provide 


World's Leading Food and Beverage Companies 

$ Net Sales In Billions 

Food and Beverage sales. Excludes food ingredients, pet and agricultural products. Includes fruit and dairy. 


Nestle 

Kraft Foods | 

[Unilever | 

1 PepsiCo 


| Coca-Cola 

□ 


[Groupe Danone 


Diageo 

1 


| ConAgra 

J 



Anheuser-Busch 


Cadbury Schweppes 



0 10 20 30 40 50 60 

PepsiCo is the world's fourth largest food and beverage company. 


Largest Food Brands in U.S. Supermarkets 

Estimated $ Retail Sales In Millions. 

I Coca-Cola Classic _ I 

I Pepst-Cola [ 

ITropicana Pure Premium Juice 1 

I Bud Light Beer 1 

I Diet Coke I 

[Campbell's Soup ; 

j Budweiser Beer | 

| Lay's Potato Chips ~H 

[Oscar Mayer Lunchmeat 1 

[Fresh Express Salad 1 

[Diet Pepsi | 

[Dole Fresh Salad [ 

| DoritosTortilta Chi ps | 

[Mountain Dew | 

| Breyer’s Ice Cream | 
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Six PepsiCo brands - spanning food and beverages - rank among the best-selling of 
the top 15 food brands in U.S. supermarkets. This is more than any other company. 





























































industry leading pay for industry leading performance, and 
provide strong incentives for superior performance. Related to 
these compensation changes, we began expensing stock 
options at the end of 2003, ahead of the expected requirement 
to do so — something that will make financial performance 
comparisons easier in years to come. 

No discussion of empowered people would be complete 
without mentioning two important PepsiCo leadership mile¬ 
stones. Rogelio Robelledo, president and CEO of our Frito-Lay 
International business, and PeterThompson f president and CEO 
of our PepsiCo Beverages International business, have chosen to 
retire. With more than 40 years of PepsiCo leadership experience 
between them, they have left an inspiring legacy for our company, 
for which we are extremely grateful. While these seasoned lead¬ 
ers are leaving PepsiCo, I'm particularly pleased that Rogelio 
Robelledo has taken a new leadership role with The Pepsi 
Bottling Group as president and CEO of PBG Mexico. His track 
record for driving growth will serve PBG and PepsiCo well. 

Donil- il llir right wa\ 

From product quality to environmental stewardship, regulatory 
compliance to corporate governance, we have a broad range of 
constituents who need to understand, support and trust our 
businesses and the way we operate them. Consumers need to 
trust that our products are high quality and that they are safe. 
Our shareholders and government agencies need to fully under¬ 
stand how our businesses are performing. Our communities 
need to know that we are actively involved in the issues and 
challenges of the times. We need to demonstrate what we are 
doing to be responsible stewards of the environment we all 
share. For these reasons, and many more, we have a responsibility 
to do things the right way, and we take it seriously. 

We take pride in providing transparency in reporting financial 
and operating performance, in running our businesses 
responsibly, and in building trust with our constituents. Those 


Largest PepsiCo Brands 

Estimated Worldwide Retail Sales S In Billions 
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_| Mountain Dew 

| Diet Pepsi 

Gatorade Thirst Quencher 
| Lay's Potato Chips 

DoritosTortilla Chips 

Tropicana Pure Premium Orange Juice 
| Cheetos Cheese Flavored Snacks 

Aquafina Bottled Water 

_| 7UP (International) 

| LiptonTea 
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iixteen of our brands have annual retail sales of more than a billion dollars each, 
flost of these trademarks are known around the world. 


efforts are being recognized. Institutional Shareholder Services 
in 2003 reviewed and rated our corporate governance programs. 
PepsiCo outscored 100% of all other food, beverage and 
tobacco companies and 96% of the S&P 500 companies. 

The enclosed Corporate Social Responsibility report begins to 
share more insight into just how we're accomplishing our work 
along these lines. You'll find details on our approach to managing 
our economic, environmental and social responsibilities. 

1 1 work* 

To see how growth and trust work together to create value for 
you, consider how PepsiCo is taking action to address the issue 
of health and wellness. 

You can't read a newspaper without finding a story on obesity 
in the United States and other countries, and its related health 
consequences. As a result, consumers want more choices of 
convenient foods and beverages that are healthier. 

We started balancing PepsiCo's portfolio in the 1990s by 
adding some of the world's most recognizable better-for-you 
brands to our lineup of successful base brands — literally re¬ 
tooling our company for future growth. Bringing theTropicana, 
Quaker Oats and Gatorade brands to PepsiCo dramatically 
increased our ability to provide more choices for consumers. 

We led the U.S. food and beverage industry as the first major 
company to eliminate trans fats from its salty snack brands, and 
we committed to driving 50% of innovation to better-for-you 
and good-for-you products. We exceeded that goal in 2003. 

And that's just the beginning. We've engaged leading health 
and nutrition experts and formed a Blue Ribbon Health and 
Wellness Advisory Board to help us identify consumer nutrition 
needs. Our Advisory Board is made up of medical, nutrition, 
fitness and public policy professionals. Its role is not to endorse 
our actions or speak on our behalf — only to advise us objec¬ 
tively and candidly on how we can improve the healthfulness 
of existing products, develop new better-for-you products and 


Consumption by Age and Time of Day 


Age Groups 


Time of Day 


Under 20 
years old 

32% 


Morning 

27% 







20-34 
years old 

21% 


Afternoon 

49% 



35-49 
years old 

25% 









50+ 

years old 

22% 


Evening 

24% 


Our brands appeal to ail ages of consumers and are eaten throughout the day. 










































encourage more active lifestyles. It has been invaluable in 
helping us create a strong health and wellness agenda. 

We are adopting scientifically accepted standards for nutri¬ 
tious foods and beverages — those based on guidelines from 
the National Academy of Sciences and the U.S. Food and Drug 
Administration — to better assess our product portfolio. We've 
expanded product choices through trusted brands like Quaker, 
Tropicana, Gatorade, Diet Pepsi, Lay's and Aquafina. We've 
identified many opportunities for other product improvements, 
and we're aggressively pursuing new product platforms like 
low-carbohydrate chips and reduced-calorie orange juice. 

Importantly, we're looking at health and wellness globally, 
and working hard to understand unique nutritional needs in 
different parts of the world. For example, whereas calcium 
consumption is a concern in developed markets, iron deficiency 
is a problem in developing countries. A global business must 
be sensitive to local needs, and that's just what we intend to be. 

Another example of turning challenge into opportunity is in 
the area of diversity. PepsiCo is addressing rapidly changing 
consumer product needs with an aggressive focus on diversity 
and inclusion, both inside and outside the company. And we've 
been doing it for years. We understand that consumers — 
particularly those in urban markets — have diverse product 
needs. The first company to "crack the code" for those needs 
will win in the marketplace. 

That's why we have goals for recruiting a diverse workforce j 
to help us better serve our changing, more diverse consumer 
base. It's also why we've set aggressive plans in action to 
nurture an inclusive work environment — one that assures all 
employees feel welcome and captures the best of diverse think¬ 
ing. That focus is paying off with an array of new products and 
promotions for urban markets. Whether it's Gatorade Xtremol, 
Quaker Oatmeal Breakfast Squares or guacamole-flavored Lay's 
potato chips, new products are reaching and connecting with 
urban and ethnic consumers in meaningful ways. 


Two additional critical resources we're tapping to stay 
connected with our consumers are our Ethnic Advisory Boards. 
Our African American and Latino/Hispanic Advisory Boards 
comprise leading influences and thought leaders in these 
rapidly growing ethnic segments of the population.They 
further enable us to keep pace with — if not lead — the trends 
that our consumers are following. 

Our approach to health and wellness — and to diversity — is 
about acting responsibly, and delivering products consumers 
trust in a range of convenient food and beverage choices. 

K k I mir lli<‘ wave 

Our good news is that PepsiCo finished 2003 with industry 
leading results, strong momentum, a highly complementary 
stable of growing businesses, and a pipeline full of innovation. 

We've opportunistically invested in ways designed to 
capture costs and reinvest them into our growing businesses. 
We've further strengthened a culture focused squarely on 
delivering sustained growth with empowered people, and new 
compensation programs that rewards industry leading performance. 

We're also doing things the right way. Acting with responsibility 
and building trust are hallmarks of our commitment to corporate 
social responsibility, and we're more committed than ever to 
delivering results that we're proud to call our own, and proud to 
deliver to you. We welcome your thoughts and reactions, and 
look forward to updating you on our continued progress. 



Steve Reinemund 
Chairman of the Board and 
Chief Executive Officer 


Top Contributors to U.S, Supermarket Growth 

$ Retell Sales In Millions 
Growth 2000-2003 

Top supermarket suppliers in sales growth. 
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PepsiCo is the leading driver of supermarket sales growth. It would take five of 
PepsiCo's largest competitors to match our dollar growth contribution. 


PepsiCo North America 
Product Portfolio 

% System Volume 



Our portfolio includes a wide 
choice of great-tasting foods and 
beverages, an increasing number of 
which offer consumers less fat or 
fewer calories or directly contribute 
to good nutrition. 


U.S. Convenient Food 
and Beverage Sales 

% Retail Sales 



PepsiCo has the leading share of 
convenient food and beverage sales. 
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A focus on our retail partners — our customers — builds sales. We've created 20 dedicated customer sales teams 
that market PepsiCo products to more than 35 mass merchandiser, club, supermarket, convenience store, drug and 
dollar store, and foodservice accounts. Close attention to our customers' businesses yields increased sales for 
PepsiCo, and has made us the #1 source of sales growth, profit growth and cash flow for our retail partners. On 
Superbowl weekend, this display in a Houston Wal-Mart featured a variety of our products. Store Co-Manager Curtis 
Tipton (right) discusses the strong weekend sales with Mark Mohs (left) vice president, customer development, 
Frito-Lay North America and Tony Dunning (center) vice president, Pepsi Wal-Mart team, Pepsi-Cola North America. 











Frito-Lav North America 


Frito-Lay North America (FLNA) delivered a year of strong 
performance, further building on its position as the industry 
leaden Volume grew 4%, net revenue increased 6% and 
operating profit rose by 7%. This performance was generated 
by solid performance in both "core" salty snacks and "add 
more" convenience foods. 

Driving this consistent performance was abundant and 
effective product and packaging innovation. From technical 
breakthroughs with products like Lay's Stax potato crisps to 
the success of ethnic product launches like the Lay's Cool 
Guacamole potato chips and Doritos Guacamole flavored tortilla 
chips, new products provided new choices for consumers. 
Chief among the new products in our core salty snack busi¬ 
ness was the line of Natural and Organic snacks, introduced 
early in 2003. By the end of the year, FLNA had achieved a 
leading share in this rapidly developing category. Our new 
Lay's Stax brand potato crisps packaged in portable, resealable, 
crush-resistant containers, were introduced in the third 
quarter, and quickly attained a one-fifth share of their category. 

Overall, salty brands performed well, led by Cheetos cheese- 
flavored snacks, Lay's potato chips, Munchies snack mix and 
Doritos tortilla chips. Twisted Cheetos snacks, introduced early 
in 2003,and single-serve packages contributed strongly. 
Munchies snack mix, introduced in 2002, approached a 30% 
share of the snack mix category in 2003. FLNA gained almost a 
share point in the salty snack industry. Importantly, FLNA deliv¬ 
ered on its landmark promise as the first U.5. company to 



Frito-Lay North America Product Mix 

% Net Sales 


Cheetos Cheese Flavored Snacks 9% 

/ Tostitos Tortilla Chips 8% 

Fritos Corn Chips 6% 

- Ruffles Potato Chips 7% 



Food 5% 


\ Qberto 1% 
Nuts 1% 


— Dips and Salsas 5% 

Variety Pack 3% 

Rold Gold Pretzels 3% 

Funyuns Onion Flavored Rings 1% 
Sunchips Multigrain Snacks 2% 
x Munchies Snack Mix 2% 

Quaker Chewy Granola Bars 3% 


Frito-Lay offers a broad portfolio of products for every taste. Convenience foods 
now account for 10% of the Frito-Lay portfolio. 


U.S. Snack Chip Category Leaders 

% Volume in Major Supermarkets 
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Frito-Lay is the leader in its major snack chip categories. 


remove trans fats from its salty snack products. As the industry 
leader, this was the right decision, as consumer demand for 
more health conscious snacking choices is clear. 

To capture more opportunities in the broader snack mar¬ 
ket, FLNA has created a team focused entirely on initiatives 
outside of salty snacks. By year-end, the strategic value of this 
reorganization was clear.The division's convenience food 
business delivered a year of solid, double-digit volume growth, 
aided by the success of Quaker snack bars and with new 
product innovation like Quaker Chewy Wholesome Favorites 
granola bars and Oatmeal-On-The-Go cereal bars, both intro¬ 
duced in 2003. Quaker bars are the pound share leader in 
supermarkets, the largest distribution channel. Quaker Fruit & 
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Oatmeal Toastables, cholesterol-free, vitamin-fortified toaster 
pastries with real oatmeal crust and real fruit filling, were a big 
hit They were another strong contributor to volume growth, 
as were nuts and Oberto meat snacks. 

As FLNA enters 2004, the division's sights are set on grow¬ 
ing the core salty snack business with even more choices for 
consumers. Well expand our better-for-you snack portfolio 
and continue to focus on single-serve and convenience 
snacks. We see significant opportunities to expand in new 
channels, while continuing to grow volume in every channel. 


Top-Selling Snack Chips in U.S. Supermarkets 

Retail Sales $ in Millions 

| Lay's Potato Chips | 

| DoritosTortilla Chips ~ | 

| Tostitos Tortilla Chips | 

| Cheetos Cheese Flavored Sn acks | 

| Wavy Lay's Potato Chips 

[Fritos Corn Chips ] 

|~ Ruffles Potato Chips 

[ _] Pringles Potato Chips 

| | Rold Gold Pretzels 

[ ~ | Frito-Lay Variety Pack 
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Frito-Lay sells 9 of the top 10 snack chip products in supermarkets. 


New Products from Frito-Lay 

Our innovation pipeline is full. Here are some of the new 

products, flavors and packages Frito-Lay introduced in 

North America in 2003: 

In the United States 

Quaker Quick Bites cookies 

Doritos Guacamole 

and crackers 

tortilla chips 

Quakes corn rings 

Grandma's Chocolate with 

Rold Gold Braided Twists 

Peanut Butter Creme 

pretzels 

mini sandwich cookies 

Rold Gold Pretzel & 

Lay's Cool Guacamole 

Cheese Dip kits 

potato chips 

Ruffles Hearty Chili & 

Lay's Dill Pickle 

Cheese potato chips 

potato chips 

Tostitos Gold tortilla chips 

Lay's Extra Hot! Flamin' Hot 

Trail Mix - Original and 

potato chips 

Honey flavored 

Lay's Honey BBQ 

Twisted Cheetos cheese 

potato chips 

Lay's Stax potato crisps 

flavored snacks 

Lay's Tangy Salsa 

In Canada 

potato chips 

Cheetos White Cheddar 

Natural and Organic line 

puffs 

Oberto Barbecue beef jerky 

Doritos Nacho Italiano 

Oberto meat sticks 

tortilla chips 

Oberto On the Go beef 

Lay's Tastes of Canada - 

jerky bites 

Cape Breton Sea Salt & 

Quaker Chewy Trail Mix 

Pepper potato chips 

granola bars 

Lay's Tastes of Canada - 

Quaker Chewy Wholesome 

Toronto College Street 

Favorites granola bars 

Pizza potato chips 

Quaker Fruit & Oatmeal 

Tostitos Restaurant Chips 

Toastables toaster 

with Hint of Lime 

pastries 

Miss Vickie's Sweet Chili & 

Sour Cream potato chips 


U.S. Snack Industry 

% Volume in Measured Channels. 
Includes combined Supermarkets, Drug 
Stores, Mass Merchandisers, Convenience 
and Gas Stores. 

Private 

Label General Mills 



Frito-Lay is the leading snack 
company in the United States. 


U.S. Frito-Lay 
Distribution Channels 

% Gross Sales 


Foodservice/Vending 9% 



Frito-Lay has a U.S. distribution 
system that efficiently reaches 
nearly 400,000 retail outlets weekly. 



































Growing consumer concerns about obesity and health and wellness offer PepsiCo new opportunities. As a company 
responsive to consumer needs, we want to be part of the solution. So we've committed to introducing more 
of what we call "better-for-you" products.These are lower in fat, sugar or sodium and products that contribute to a 
healthy diet. We were the first major company to remove trans fats from our salty snack products and label them 
as such. Our innovation pipeline has created a reduced-calorie orange juice beverage and lower-carbohydrate 
versions of our snacks, in addition to our existing portfolio of baked snacks, diet beverages, juices and waters. What 
won't change is our focus on great taste and convenience, so that our products can be enjoyed by all ages and 
consumed anywhere. 





PepsiCo Beverages North America 


PepsiCo Beverages North America (PBNA) achieved a year of 
strong revenue and profit growth, and increased its U.S. 
leadership position in liquid refreshment beverages across all 
measured channels of distribution. PBNA volume growth was 
3%, net revenue increased 7% and operating profit was up 
13%. Both non-carbonated and carbonated beverages 
contributed to this performance. 

PBNA saw healthy 8% volume growth in non-carbonated 
drinks, led by Gatorade sports drink, Propel fitness water and 
Aquafina bottled waters. Gatorade generated exceptional 
growth in major distribution channels such as mass merchan¬ 
disers and club stores. As the world's preeminent authority on 
rehydration, Gatorade uses its scientific expertise and market¬ 
ing prowess to extend consumer understanding of its efficacy, 
and increase the visibility of the brand. Gatorade's partnership 
with leading colleges and universities, and its sideline presence 
with leading professional and amateur sports organizations 


U.S. Beverage Category Leaders 

% Share of Category and Market Position in Measured Channels of Distribution 
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PepsiCo holds a leading #1 or #2 position in its major beverage categories. 

* Includes non-jug, unflavored, still water. 


U.S. Beverage Market Share 

% Volume in Measured Channels 



The combined strength of PepsiCo's brands gives us the leading share of the 
liquid refreshment beverage market. 


are strategic growth levers for the business. Add in the brand's 
flavor and packaging innovation capabilities, and it's easy to 
see why this business has delivered double-digit compound 
growth for more than a decade. 

In the bottled water category, Aquafina maintained its lead¬ 
ing share.The business ran its first-ever national promotion, 
which kept it the #1 single-serve bottled water brand and 
registered another year of double-digit growth. Propel fitness 
water is a lightly flavored water with just 10 calories per eight- 
ounce serving and vitamins that contribute to an overall 
healthy lifestyle. Launched in 2002, Propel grew at a feverish 
pace, and led the enhanced water category with a share of 
more than 44%. 

OurTropicana juice business continued to outperform the 
chilled juice category, and expanded its category leadership in 
both the United States and Canada. Our flagship brand, 


PepsiCo Beverages North America Product Mix 

% System Volume 



Carbonated soft drinks account for nearly two-thirds of PepsiCo's beverage portfolio. 
Our non-carbonated beverages are becoming a larger part of our portfolio. 
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Pepsi( ]q Beverages 


North America (continued) 


Tropicana Pure Premium, gained share as we focused on the 
basics such as a better pricing architecture, improved advertising 
and new productivity enhancements, in late 2003, we combined 
the operations of Tropicana and Dole juices and juice drink 
brands — in both refrigerated and shelf-stable products — 
into one team, creating the single-largest juice and juice-drink 
organization in the world. In housing our combined juice 
business along with our Gatorade and Quaker Foods businesses, 
well be able to create further synergies across our portfolio. 

Our carbonated soft drink volume grew 1.5% for the year, 
driven by the further roll out of Sierra Mist to more than 90% 
of the United States, and strong diet soft drink performance, 
led by Diet Pepsi. Across all channels in the United States, 
including foodservice and vending, Sierra Mist became the #2 
lemon-lime and ninth best-selling carbonated soft drink brand 
of any kind. It is now our 16th PepsiCo brand to generate retail 
sales of more than $1 billion. In the United States, Diet Pepsi, 
when measured across all channels, was the fastest growing 
established brand among the top-10. In Canada, Diet Pepsi 
surpassed our major competitor in share. 

A strong pipeline of innovation for 2003 included Pepsi 
Vanilla, Diet Pepsi Vanilla, Mountain Dew LiveWire, SoBe No 
Fear and Diet Pepsi Slurpee. Each generated results that 
surpassed our plans. As consumers exercise the power of 
choice from carbonated to non-carbonated beverages, colas 
to waters, sports drinks to juices and everything in between, 
the breadth of our beverage portfolio offers the widest array 
of leading brands across beverage occasions. 

Our recipe for continued growth in both non-carbonated 
and carbonated beverage products is tried and true: a pipeline 
filled with product and packaging innovations relentless 
focus on our bottling and retail partners, continuous cost 
management and world-class execution. 



Top-Selling U.S. Carbonated Soft Drinks 

% Share of Volume in Measured Channels, Includes combined Supermarkets, Drug Stores, Mass 
Merchandisers, Convenience and Gas Stores. Includes caffeine-free versions. 


[ Coca-Col a Classic _ 

1 Pepsi-Coia 

[Diet Coke ~| 


| Diet Pepsi 

] 


! Mountain Dew 



[Sprite 


| Dr Pepper | 



_[Diet Dr Pepper 

7UPH 


[ | Diet Mountain Dew 

0 5 10 15 20 

PepsiCo sells 4 of the 10 top-selling soft drink brands. 


Market Share of U.S. 
Carbonated Soft Drink 
Industry 

% Volume in Measured Channels. 
Indudes combined Supermarkets, Drug 
Stores, Mass Merchandisers, Convenience 
and Gas Stores. 



Pepsi-Cola brands account for more 
than one-third of the carbonated 
soft drink market. 


Pepsi-Cola U.S. 

Soft Drink 

Distribution Channels 

% System Volume 


Mass Merchandisers/ 
Club, Drug Stores 9% 



Pepsi Cola products are broadly 
distributed by independent 
franchise bottlers focused on 
manufacturing and delivery. 


Non-Carbonated U.S. Beverage Volume Growth 

Estimated Measured Channel System Volume Growth 


6.3% 


2.5% 


Industry PepsiCo 

Pepsi-Cola non-carbonated beverage growth is more than double industry growth, 
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New Products from PepsiCo Beverages North America 

These products and others are among 2003 innovations: 

In the United States 

Gatorade Thirst 

Tropicana 100% Juice 

Tropicana Smoothies 

In Canada 

Diet Pepsi Slurpee 

Quencher Berry 

Blends Pineapple 

Pina Colada 

Tropicana Pure 

Diet Pepsi Vanilla 

Citrus flavor 

Orange 

Tropicana Twister 

Premium Grape 

Dole 100% juice 

Mango Lime Fiesta 

Mountain Dew 

Tropicana Peach 

Grape Wild 

Juice 

LiveWire 

Orchard Punch 

Strawberry Whirl 

Tropicana Cranberry- 

(License) 

Pepsi Vanilla 

Tropicana Pure 

Tropicana Twister 

Raspberry juice 

Frappuccino 

Propel Kiwi- 

Premium Lemonade 

Orange Citrus Spark 

drink 

Vanilla (Partnership) 

Strawberry flavor 

single serve 

Tropicana Twister 

Tropicana Cranberry 

Gatorade Fierce 
Strawberry flavor 
Gatorade Ice 
Watermelon flavor 

Propel Peach flavor 
SoBe No Fear 

Tropicana 100% Juice 
Blends Fruit Medley 

Tropicana Pure 

Premium Orange 
Juice in Carafe 

Watermelon 
Strawberry Whirl 

Cocktail 


Market Share of U.S. 
Chilled Juices and Drinks 

% Volume 

Includes Supermarkets, Drug Stores, 

Mass Merchandisers. 



Tropicana holds the leading share 
of the market. 


Tropicana U.S. 
Distribution Channels 

% Volume 


Top-Selling Chilled Juice and Juice Drink Brands in 

U.S. Supermarkets 

Retail Sales $ in Millions 


Foodservice 5% 



Tropicana is distributing its jukes 
through an increasing variety of 
channels. Volume in the Mass 
Merchandisers/Club/Military/ 
Drug channel grew at nearly a 
double-digit rate. 


j Tropicana P u re Premium Orange Ju ice__ 

[ Minute Maid Orange Juice 

j_ i Florida's Natural Orange Juice 

_j Sunny Delight Drink 

j Minute Maid Drink 
| ! Dole Blend* 

( Tampico Drink 
1 | Simply Orange 

|_| Welch's Drink 

( j Tropicana Pure Premium Grapefruit Juice 

0 300 600 900 1200 

Tropicana sells three of the leading chilled juice brands. 

* Under License 


Market Share of U.S. 
Sports Drink Brands 

% Volume 

Includes Supermarkets, Drug Stores, 
Mass Merchandisers. 



Gatorade thirst quencher holds a 
very strong #1 share of its market. 


Gatorade U.S. 
Distribution Channels 

% Volume 



Gatorade thirst quencher 
generated volume growth in 
all distribution channels. 



l SoBe 


























Innovation fuels growth. Members of Adelante, the Frito-Lay network for Hispanic employees, helped develop new 
Lay's Cool Guacamole potato chips and Doritos Guacamole tortilla chips, both introduced in 2003. The chips were a 
big hit with consumers of all backgrounds and generated nearly $100 million in retail safes in the United States. 
PepsiCo introduced nearly 200 new products in 2003, and there are many more in the pipeline. Frito-Lay researchers 
Donna Diermeier (far right) and George Vindiola (second from right) worked with Adelante members Ximena 
Quintero (far left) and Agustin Sandoval (second from left) to check the quality of the new guacamole chips. 













IV|)si(!o Inlmialional 


PepsiCo International (PI) comprises our beverages, snacks and 
foods businesses outside North America, which were integrated 
in 2003 to strengthen global capability and accelerate growth. 

PI snack volume grew 6% and beverage volume increased 
8%. Net revenue grew 12% and operating profit increased 14%. 
Acquisitions accounted for about two points of net revenue and 
operating profit growth. 

Snack volume grew in all of our regions: Latin America, Europe, 
Middle East/Africa and Asia. In Mexico, Sabritas, our largest inter¬ 
national salty snack business, delivered low single-digit volume 
growth while Gamesa, our cookie business, generated mid single¬ 
digit volume growth. At Walkers, our second largest business, 
products such as new Walkers Sensations premium snacks and 
the 2002 Wotsits acquisition contributed to double-digit volume 
growth. Also, our key growth markets such as China, India, and 
Russia generated strong double-digit volume increases. 


PepsiCo Beverage 
Volume Outside 
North America 

% System Volume by Region 
Includes Pepsi-tola, Gatorade, Tropkana, 
7UP and other beverages sold outside 
North America, 



PepsiCo brands are produced and 
distributed locally by company-owned 
bottlers or franchise bottlers and sold 
in about 160 countries. 


PepsiCo Snack Volume 
Outside North America 

% System Volume by Region 



PepsiCo snack brands are 
manufactured in about 1G0 plants 
outside of North America and 
distributed in about 160 countries. 


Snack Industry Share 
Outside North America 

% Retail Sales 

Includes potato chips, tortilla chips and 
extruded snacks. 



We are the global leader in salty snacks, with the leading share 
in high-volume markets like Mexico, the United Kingdom and 
Brazil, as well as in key emerging markets like India and Turkey. 

We're strengthening our leadership position by taking our 
global concepts and adapting them to local tastes, with 
varieties such as Lay's Mediterraneas potato chips and Doritos 
Dippas tortilla chips. We're expanding our better-for-you 
portfolio, since there is a growing interest in nutrition and 
wellness in many of our markets. 

Our beverage business achieved strong volume growth, 
with contributions from virtually all of our major markets. 
China, Brazil, India, Russia, Middle East and Thailand were 
major contributors, generating double-digit growth. 

Over the past five years, our international beverage business 
has gained market share against our primary competitor. 
PepsiCo-owned bottlers and independent franchise bottlers 
produce and distribute more than 500 products in markets 
outside the United States and Canada. 

While Pepsi-Cola is our largest brand, we see many other 
opportunities for growth.These include Mirinda flavored car¬ 
bonated soft drinks, sold in markets such as Mexico, China and 
India.The brand generates estimated retail sales of more than 
$1 billion. Mirinda Orange is the most popular flavor, but we 
tailor the brand to other tastes, offering it in flavors that go 
from Mirinda Apple to Mirinda Tutti Frutti. 



Frito-Lay is the largest salty snack 
company outside North America. 
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Pepsi Co International (contin tier I) 


In markets outside the United States, we offer 7UP, one of 
the world's most popular lemon-lime brands and a billion- 
dollar brand in estimated retail sales. Diet soft drinks delivered 
accelerated growth, as consumers selected diet beverages 
more often. 

In addition to carbonated beverages, we're introducing our 
non-carbonated beverages, including Gatorade, Aquafma 


bottled water,Tropicana and Dole. With our broad beverage 
portfolio, we have the ability to meet many consumer tastes 
and needs, and we're well-positioned for continued growth. 

As we've merged our snack and beverage businesses, we 
expect to see more initiatives bundling our products in the 
marketplace. Meanwhile, we will use the scale and purchasing 
power of this new organization to step up productivity. 


Per Capita Consumption of Carbonated Soft Drinks in 
Top Markets 

In Gallons 
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Compared to the United States, per capita consumption of carbonated soft 
drinks in our top international beverage markets is low, which means plenty 
of opportunity. 


Beverage Volume Growth by Region 

% System Volume Growth 


Europe/Middle East/Africa 


Latin America 


Asia 


Snack Volume Growth by Region 

% System Volume Growth 


Latin America 


Europe/MiddfeEast/Africa 


Asia 


10 


12 


0 5 10 15 20 

PepsiCo International saw growth in both snacks and beverages across all regions. 


Annual Per Capita Consumption of Snack Chips 

Pounds per capita 

Includes potato chips, tortilla chips and extruded snacks. Exdudes pretzels. 

20 



Compared to the United States, relatively low per capita consumption of snack 
chips in many Frito-Lay markets offers huge growth opportunities. 
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New Products from PepsiCo International 

Our international beverage and snack businesses introduced nearly 150 products and flavors in 2003 including: 


Beverages 

7UP Mint 
Chiky Strawberry 
Evervess Bitter Lemon 
Fruko Orange 
Fruvita Red Cocktail 
Gatorade Fierce 
Orange Cherry 
Ju-C Tropical Peach 
Kas Lemon Light 
Mirinda Naramango 
Mirinda Exoticka 
Pepsi Twist Light 


Pepsi Light Lemon 
Pepsi X 

Slice Peach Exotica 
SoBe Lizard Lava 
Sting energy drink 
Diet Ting 

Tropicana Juicer - Grape 
and Peach 
Tropicana Sweets 
Tropicana Fruit Daizu 
Orange Soy 
Tropicana Home Made 
Style Juices 


Tropicana Mango 
Tropicana Pineapple 
Tropicana Sparkling 
Apple 

Tropicana Twister 
Orange 

Yedigun Tangerine 

Snacks and Foods 

Caribas Yuquitas 
Yuca chips 
Cheetos Coconut 
Milk snacks 


Cheetos Go Shots snacks 
Doritos A La Turca 
tortilla chips 
Kurkure Red Chili snacks 
Lay's Artesanas 
potato chips 
Lay's Cool Lemon 
potato chips 
Lay's Mediterraneas 
potato chips 
Lay's Nori Seaweed 
potato chips 
Lay's Siam Classic 
potato chips 


Quaker Spudz snacks 
Red Rock Deli 
potato chips 
Sabritas Mexicanas 
potato chips 
Smith's Great Australian 
Tastes potato chips 
Tostilunch meal kits 
Walkers Sensations 
Oriental crackers 


Quaker Foods North America 

Quaker Foods North America (QFNA) volume and net revenue 
were flat, while operating profit grew 3%, reflecting cost 
savings and lower marketing spending, 

QFNA is home to such valuable healthy trademarks as 
Quaker oatmeal and Life cereal, as well as other leading 
brands like Cap'n Crunch cereal, Aunt Jemima syrups and 
pancake mixes, Rice-A-Roni, Pasta Roni and Near East side dishes. 
Quaker Grits, Quaker Oatmeal and Aunt Jemima syrup are 
leaders in their categories, Quaker Oatmeal Breakfast Squares, 
the first hand-held breakfast with all the nutrition of a bowl of 
instant oatmeal, was introduced midyear.This successful new 
product appeals to today's on-the-go families that know the 
importance of eating a good breakfast. 

Importantly, this foods business includes leading brands 
with high margins, strong cash flows and provides scale for 
our warehouse customer business. As we continue to focus on 
growing our leading share of the breakfast occasion, the 
Quaker and Tropicana combination gives us a powerful tool. 


Quaker Foods U,S, Category Leaders 

% Share Supermarket Sales 


Quaker Grits #1 

Quaker Oatmeal #1 


#2l Rice-A-Roni & Other Side Dishes 


#1 Aunt Jemima Syrup 


0 20 40 60 

Quaker's brands are leaders in their categories. 


80 


Quaker Foods North America Product Mix 

% Volume 



Other 5% 


Quaker's portfolio of brands puts us on the breakfast and dinner table. 
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Principal Divisions and Corporate Officers 


Executive Offices 
PepsiCo. Inc. 

700 Anderson Hill Road 
Purchase, NY 10577 
914-253-2000 

Co-Pounder of PepsiCo. Inc. 

Donald M. Kendall 

Over 50 years of PepsiCo experience. 

Corporate Officers 

Steven S Reinemund 

Chairman of the Board and 
Chief Executive Officer 
55 

19 years. 

Indra K. Nooyi 

President and 

Chief Financial Officer 

48 

10 years. 

David R. Andrews 

Senior Vice President, 

Government Affairs, 

General Counsel and Secretary 
62 

2 years. 


Paula A. Banks 

Senior Vice President 
Global Diversity/Inclusion and 
Organizational Partnerships 
54 

Under 1 year. 

Peter A. Bridgman 

Senior Vice President and Controller 

51 

18 years. 

Albert P. Carey 

President, PepsiCo Sales 

52 

22 years. 

Tod J. MacKenzie 

Senior Vice President, 

Corporate Communications 
46 

16 years. 

Matthew M. McKenna 

Senior Vice President, Finance 

53 

10 years. 

Margaret D. Moore 

Senior Vice President, 

Human Resources 
56 

30 years. 

Lionel L. Nowell, III 

Senior Vice President and Treasurer 
49 

4 years. 


Listings include age and years of PepsiCo experience. 
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Principal Divisions and 
Officers 

Frito-Lav North America 

7701 Legacy Drive 
Plano, TX 75024 
972-334-7000 

Abelardo E. Bru 

Chairman and Chief Executive Officer 
55 

27 years. 

PepsiCo Beverages 
& Foods North America 

555 West Monroe Street 
Chicago, IL 60661 
312-821-1000 

GaryM.Rodkin 

Chairman and Chief Executive Officer 

51 

8 years. 

PepsiCo International 

700 Anderson Hill Road 
| Purchase, NY 10577 
’ 914-253-2000 

Michael D. White 

Chairman and Chief Executive Officer 

52 

14 years. 














PepsiCo Board of Directors 



Top row, left to right: Robert E. Allen, John F, Akers, Steven S Reinemund, Indra K. Nooyi, Franklin A. Thomas, James J. Schiro, Sharon Percy Rockefeller 
Bottom row, left to right: Franklin D. Raines, Solomon D.Trujillo, Ray L. Hunt, Cynthia M.Trudell, Arthur C, Martinez, Daniel Vasella 


John F. Akers 

Former Chairman of the Board and Chief 
Executive Officer 
International Business Machines 
69. Elected 1991. 

Robert E. Allen 

Former Chairman of the Board and 
Chief Executive Officer, AT&T 
69. Elected 1990. 

Ray L. Hunt 

Chairman and Chief Executive Officer 
Hunt Oil Company and 
Chairman, Chief Executive Officer and 
President, Hunt Consolidated, Inc. 

60. Elected 1996. 

Arthur C. Martinez 

Former Chairman of the Board, 

President and Chief Executive Officer 
Sears, Roebuck and Co. 

64. Elected 1999. 


Indra K. Nooyi 

President and Chief Financial Officer 
PepsiCo 

48. Elected 2001. 

Franklin D. Raines 

Chairman of the Board and 
: Chief Executive Officer 
I Fannie Mae 
! 55. Elected 1999. 

Steven S Reinemund 

Chairman of the Board and 
Chief Executive Officer 
PepsiCo 

55. Elected 1996. 

Sharon Percy Rockefeller 

President and Chief Executive Officer 
WETA Public Stations, Washington, D.C. 
59. Elected 1986. 


James J. Schiro 

Chief Executive Officer 
Zurich Financial Services 
58. Elected 2003. 

Franklin A.Thomas 

Consultant 
TFF Study Group 
j 69. Elected 1994. 

i Cynthia M.Trudell 

President 
Sea Ray Group 
50. Elected 2000. 

Solomon D.Trujillo 

Chief Executive Officer 

Orange SA 

52. Elected 2000. 

Daniel Vasella 

Chairman of the Board and 
; Chief Executive Officer 
; Novartis AG 
I 50. Elected 2002. 


Listings include age and year elected PepsiCo director. 
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Seeking Outside Perspectives 


To help build our competitive advantage, 
we continually seek the views of individuals 
who can provide unique perspective. We’ve 
created Advisory Boards to actively consult 
on various aspects of our business. 


Li, thn ic Ad v isory Ik >ards 

Our Ethnic Advisory Boards were formed to provide manage¬ 
ment with an external perspective on diversity-related issues. 
Having had active diversity programs for many years, the 
company wanted to look at its diversity efforts far more strate¬ 
gically, particularly in the marketplace, and this advisory board 
approach has been extremely helpful. Our African American 
Advisory Board was established in 1999. The Latino/Hispanic 
Advisory Board was formed the following year in 2000. 


African American Advisory Board 



Back row, left to right: 

Johnnie L. Cochran, Esq., Jerri DeVard, 
Warren M, Thompson, 

Ray M, Robinson, 

Rev. Dr, Franklyn Richardson, 

Keith Clinkscales, Robert Holland 

Front row, left to right: 

Rev, A1 Sharpton, Gary Rodkin, 
Darlene Williamson, Ph.D., 

Johnny F, Johnson, 

Darwin N. Davis, Sr., 

Amy Hilliard, Benaree Pratt Wiley, 
Clarence Avant, Glenda McNeal, 

Dawn Hudson 

Seated: Earl G. Graves, Sr. 


Clarence Avant 

Chairman 
Interior Music 
Joined 1999. 

Keith Clinkscales 

President 
KTC Ventures 
Joined 1999. 

Johnnie L. Cochran, Esq. 

Partner 

Cochran, Cherry, Givens, 
Smith & Ferrer 
Joined 1999. 

Darwin N. Davis, Sr. 

Consultant 

Retired Senior Vice President 

AXA/Equitable 

Joined 1999. 


Jerri DeVard 

Senior Vice President, 

Brand Management and 
Marketing Communications 
Verizon Communications 
Joined 2002. 

Earl G. Graves, Sr. 

Chairman and 
Chief Executive Officer 
Earl G. Graves Ltd. 

Joined 1999. 

Chairman of the 
Advisory Board 

Amy Hilliard 

President and 
Chief Executive Officer 
The Hilliard Group &The 
ComfortCake Co. 

Joined 1999. 

Robert Holland 

Partner, 

Williams Capita! Partners 
Joined 1999. 


Dawn Hudson 

President Pepsi-Cola 
North America 

Johnny F. Johnson 

Chairman and 
Chief Executive Officer 
Market Place Holdings, Inc. 
Joined 1999. 

Glenda McNeal 

Senior Vice President 
Global Partnerships 
American Express 
Joined 1999. 

Reverend Dr. Franklyn 
Richardson 

Senior Minister 
Grace Baptist Church 
Joined 1999. 

Ray M. Robinson 

President 
East Lake Golf 
Joined 1999. 


Gary Rodkin 

Chairman and 

Chief Executive Officer 

PepsiCo Beverages & Foods 

Reverend Al Sharpton 

President National 
Action Network 
Joined 1999. 

Warren M.Thompson 

President/Chairman 
Thompson Hospitality 
Corporation, Inc. 

Joined 2002. 

Benaree Pratt Wiley 

President and 
Chief Executive Officer 
The Partnership 
Joined 2002. 

Darlene Williamson, Ph.D. 

President and 
Chief Executive Officer 
Performax Consulting Services 
Joined 1999. 















Individuals are carefully chosen, based on their diverse back¬ 
grounds, experiences and points of view. Several of them serve 
on the board of directors of other companies. 

These boards provide counsel and ideas on a wide range of 
initiatives including: 

* Marketing to ethnic communities. 

■ Creating alliances with ethnic retailers. 


• Developing products aimed at ethnic consumers. 

• Hiring, retaining and motivating diverse employees. 

• Expanding diversity representation among our employees, 
particularly in management. 

• Addressing conflicts and misunderstandings that could 
jeopardize PepsiCo's standing in diverse communities. 

• Developing diverse supplier and other business relationships. 


I .aimo I lispanic Advisory Board 



Back row, left to right: 

Dr, Ricardo R, Fernandez, 

Carlos A. Saladrigas, Victor Arias, )r„ 
Dr. Douglas X. Patino, 

Maria Elena Toraho 

Front row, left to right: 

Oscar A. Chacon, Isabel Valdes, 
George Munoz, Dr. Carlos H. Arce, 
Gilbert Aranza, 

Deborah Rosado Shaw 

Seated, left to right: 

Raul Yzaguirre, Abelardo E, Bru 


Gilbert Aranza 

President 

Star Concessions 

The MultiRestaurant Group 

Joined 2000. 

Dr. Carlos H. Arce 

President and Founder 

NuStats 

Joined 2000. 

Victor Arias, Jr. 

Executive Search Consultant 
Spencer Stuart 
Joined 2000, 

Abelardo E. Bru 

Chairman and 

Chief Executive Officer 

Frito-Lay North America 

Oscar A. Chacon 

Director 

Enlaces America 
Heartland Alliance for Human 
Needs and Human Rights 
Joined 2001. 


Dr. Ricardo R. Fernandez 

President 
Lehman College 
The City University of 
New York 
Joined 2003. 

George Munoz 

President 

Munoz Investment 
Banking Group, LLC 
Joined 2000. 

Dr. Douglas X. Patino 

Vice Chancellor Emeritus 
and Professor 
California State University 
Joined 2000. 

Carlos A. Saladrigas 

Chairman 

Premier American Bank 
Joined 2003. 


1 Deborah Rosado Shaw 

■ Chief Executive Officer 
Umbrellas Plus, LLC 
Joined 2000. 

Maria Elena Toraho 

Member 

U.S. Commission on 
Public Diplomacy 
Joined 2000. 

Isabel Valdes 

Consultant, Author, 

Public Speaker 
Joined 2001. 

Raul Yzaguirre 

President and Chief 
Executive Officer 
National Council of La Raza 
Chairman of the 
Advisory Board 
Joined 2000. 















Seeking Outside Perspectives (continued) 


I lealth and Wellness Advisory Board 

In recognition of the growing opportunity in health and well¬ 
ness, we formed a Blue Ribbon Health and Wellness Advisory 
Board of distinguished medical, nutrition, fitness and public 
policy professionals in 2003. Its role is to provide advice on how 
PepsiCo can improve the healthfulness of existing products, 
develop new better-for-you and good-for-you products and 
provide access to resources that promote health and 


encourage more active lifestyles. The Board is helping us 
identify emerging opportunities as well as connect us with key 
thought leaders and policy makers. We are particularly indebted 
to Dr. Ken Cooper and Dr. Dean Ornish, both leading experts in 
disease prevention, who have been advising us for almost two 
years, and have been instrumental in helping us form a strong 
health and wellness agenda. 
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Samuel Ward Casscells, III, 

AmbassadorThomas S. Foley 

James 0. Hill, Ph.D. 

M.D. 

Partner 

Professor of Pediatrics & 

John Edward Tyson 

Akin, Gump, Strauss, Hauer & 

Medicine 

Distinguished Professor of 

Feld, LLP 

University of Colorado Health 

Medicine & Public Health and 

Former Speaker of the U.S. 

Sciences Center 

Vice President for 

House of Representatives 

Founder of America on 

Biotechnology 

and former U.S. Ambassador 

the Move 

University of Texas Health & 

to Japan 


Science Center at Houston 

Kenneth L. Gladish, Ph.D. 

Governor James B, Hunt, Jr. 

Attorney, Womble Carlyle 

Kenneth H. Cooper, M.D., 

National Executive Director, 

Sandridge & Rice 

M.P.H. 

YMCA of the U.S. A, 

Former Governor of 

President and Founder 


North Carolina 

The Cooper Aerobics Center 

George Graham, Ph.D. 

Chairman 

David A. Kessler, M.D., J.D. 

Antonia Demas, Ph.D. 

Department of Kinesiology, 

Dean, School of Medicine 

Director 

Pennsylvania State University 

Vice Chancellor for 

Food Studies Institute 

David Heber, M.D., Ph.D. 

Medical Affairs 

University of California, San 


Professor of Medicine & Public 
Health Director 

UCLA Center for Human 
Nutrition 

Francisco 


Back row, left to right: 

George Graham, Ph.D., 

David A, Kessler M.D., J.D., 
Kenneth L Gladish, Ph.D., 
Ambassador Thomas S. Foley, 
Antonia Demas, Ph.D., 

James 0. Hill, Ph.D., 

Samuel Ward Casscells, III, M.D. 

Front row, left to right: 
Governor James B, Hunt, Jr. f 
Pamela Peeke, M.D., M.P.H,, 
Kenneth H, Cooper M.D., M.P.H., 
Dean Ornish, M.D., 

David Heber, M.D., Ph.D,, 

Susan Love, M.D, 


Susan Love, M.D. 

Professor of Surgery 
The David Geffen School of 
Medicine at UCLA and 
Founder of Lluminari, 
multimedia women's health 
company 

Dean Ornish, M.D. 

Founder and Director 
Preventive Medicine Research 
Institute 
Chairman of the 
Advisory Board 

Pamela Peeke, M.D., M.P.H. 

Assistant Professor 
University of Maryland 
School of Medicine 
Expert and speaker in 
nutrition, stress and 
integrative medicine 
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Dear Friends. 

What predicts the long-term success of an enterprise? High 
on the list, in my view, is the ability to build strong, enduring, 
mutually beneficial relationships based on trust. 

For PepsiCo, those relationships extend around the globe 
to a wide array of parties: current and prospective employees, 
consumers who eat and drink our products, retail customers 
who sell our brands, communities where we operate, 
shareholders, partners and suppliers.They include governments, 
educational institutions and organizations that work to improve 
our communities, our environment and our way of life. 

The best way I know for PepsiCo to preserve and build all of 
those varied, and sometimes disparate, relationships is to act 
responsibly — every day — in everything we do. 

We strive to do exactly that. 

Responsible corporate citizenship means operating in a 
manner that is ethical, respectful of others and sensitive to the 
world around us. It means adhering to high standards. It 
means helping to create a more positive, hopeful future for 
everyone by contributing to economic, environmental and 
social well-being in all we do. It includes engaging in open, 
honest dialogue with people who have a legitimate stake in 
our activities. 

For several years, we've provided information about our 
values, community programs, corporate governance, employee 
programs, environmental policies and other areas of corporate 
responsibility.This year, we are taking our commitment a step 
further by publishing this corporate responsibility section in 
our annual report. 

To improve our reporting, we have voluntarily adopted the 
Global Reporting Initiative (GRI) Guidelines.The GRI has been 
supported by many groups, including the United Nations.The 
Guidelines provide a template for reporting economic, 
environmental and social performance — the "triple bottom 
line" — and a measure of an organization's sustainability. At 
the end of this report we've provided an index that explains 
where to find information that corresponds to the GRI Guidelines. 


Many challenges lie ahead of us in achieving sustainability 
and reporting using the Guidelines. Our first effort primarily 
covers the United States and is far from complete. 

We're beginning by issuing this report and concentrating our 
efforts in five areas we believe are critical to our success: 

1. Values —We have defined and honed our corporate values 
and we will develop our vision of sustainability to guide our 
future actions. 

2. Diversity and Inclusion — We know that a diverse and 
inclusive culture is necessary for our success. 

3. Health and Wellness — As a food and beverage company, 
we have the responsibility — and an opportunity — to 
contribute to the well-being of our consumers. 

4. Water —We are committed to using this precious resource 
efficiently and responsibly. 

5. Packaging — We have a responsibility and an opportunity 
to make a difference for a cleaner environment. 

Our focus on these key areas builds on what we already have 
accomplished. In the future, we will work to expand our areas 
of focus and the depth and breadth of our reporting. 

I hope you find this report informative. 



Steve Reinemund 
Chairman of the Board and 
Chief Executive Officer 
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( ) 11 r Mission 

We aspire to make PepsiCo the world's premier consumer 
product company, focused on convenient foods and beverages. 
We seek to produce healthy financial rewards to investors as 
we provide opportunities for growth and enrichment to our 
employees, our business partners and the communities in 
which we operate. And in everything we do, we strive to act 
with honesty openness, fairness and integrity. 

To achieve our mission, we have articulated the behaviors 
that will help us get there in our Values Statement. 

()iir Naim** 

We introduced a statement of our values in early 2004.This 
statement identifies what we stand for, and how we go about 
delivering on that commitment. 

PepsiCo's Values: 

Our commitment is to deliver sustained growth, 
through empowered people, acting with responsibility 
and building trust. 

Here's what this 
means: 

Sustained Growth is 
fundamental to moti¬ 
vating and measuring 
our success. Our quest 
for sustained growth 
stimulates innovation, 
places a value on 
results, and helps us 
understand whether 
actions today will contribute to our future. It is about growth 
of people and company performance. It prioritizes making a 
difference and getting things done. 

Empowered People means we have the freedom to act and 
think in ways that we feel will get the job done, while being 
consistent with the processes that ensure proper governance 
and being mindful of the rest of the company's needs. 

Responsibility and Trust form the foundation for healthy 
growth. It's about earning the confidence that other people 
place in us as individuals and as a company. Our responsibility 
means we take personal and corporate ownership for all we 
do, to be good stewards of the resources entrusted to us. We 
build trust between ourselves and others by walking the talk 
and being committed to succeeding together. 
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This is how we carry out Our Commitment. 

We must always strive to: 

Care for customers, consumers and the world we live in. We 
are driven by an intense, competitive spirit in the marketplace, 
but we direct this spirit toward solutions that achieve a win for 
each of our constituents as well as a win for the corporation. 
Our success depends on a thorough understanding of our 
customers, consumers and communities. Caring also means going 
the extra mile for them. Essentially, this is a spirit of growing 
rather than taking. 

Sell only products we can be proud of. The test of our 
standards is that we must be able to personally endorse our 
products without reservation and consume them ourselves. 
This principle extends to every part of the business, from the 
purchasing of ingredients to the point where our products 
reach the consumer's hands. 

Speak with truth and candor. We speak up, telling the whole 
picture, not just what is convenient to achieving individual 
goals. In addition to being clear, honest and accurate, we take 
responsibility to ensure our communications are understood. 

Balance short term and long term. We make decisions that 
hold both short-term and long-term risks and benefits in 
balance over time. Without this balance, we cannot achieve 
the goal of sustainable growth. 

Win with diversity and inclusion. We leverage a work 
environment that embraces people with diverse traits and 
different ways of thinking.This leads to innovation, the 
ability to identify new market opportunities, all of which helps 
develop new products and drives our ability to sustain our 
commitments to growth through empowered people. 

Respect others and succeed together. This company is built 
on individual excellence and personal accountability, but no 
one can achieve our goals by acting alone. We need great peo¬ 
ple who also have the capability of working together, whether 
in structured teams or informal collaboration. Mutual success is 
absolutely dependent on treating everyone who touches the 
business with respect, inside and outside the company. A 
spirit of fun, our respect for others and the value we put on 
teamwork make us a company people enjoy being a part 
of, and this enables us to deliver world-class performance. 
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Our Business 


With roots that go back more than 100 years, PepsiCo is one 
of the world's leading consumer product companies. We offer 
great tasting, convenient foods and beverages to consumers 
in nearly 200 countries. 

Through the dedication of more than 143,000 employees, 
we make, market and sell more than 500 products designed to 
serve the needs of consumers of all ages throughout the day. 
Across our product portfolio, we offer fun and refreshment 
and contribute directly to good health and nutrition, 

PepsiCo's principal brand families are Frito-Lay, Pepsi-Cola, 
Tropicana, Gatorade and Quaker, a lineup including brands 
that generate an estimated $69 billion in retail sales. 
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Since PepsiCo's founding in 1965, we have worked to ensure 
that every director, officer and associate acts responsibly and 
in the interest of our shareholders. Today, we pursue that goal 
as vigorously as ever with policies and programs, including: 

Independent Directors — Strong, independent directors 
are the foundation of a healthy corporation. Our Board has 
11 independent outside directors and 2 inside directors. 

Independent Auditors — We have always limited the amount 
of non-audit services provided by our external auditors. In 
2002, we adopted a formal policy that prohibits our external 
auditors from providing any tax or non-audit services that are 
not an extension or do not enhance the efficiency of the audit 
or audit-related services. We will not hire anyone who has 
worked on our audit in the past two years. 

Code of Conduct — Since 1976, PepsiCo has had a Code of 
Conduct that applies to every employee.The Code, which 
covers many aspects of our business, was revised again in 
2003 and is distributed globally in more than 30 languages. 

Exercise and Hold Policy — Under a policy revised in 2002, 
insiders may trade PepsiCo stock only during specific, limited 
time periods. Furthermore, senior executives and directors 
exercising PepsiCo stock options may take only 20% of their 
pre-tax gains in cash upon exercise.They must hold the rest in 
PepsiCo shares for at least one year. 


Stock Ownership Guidelines — Stock ownership guidelines 
clearly align the interests of management, directors and 
shareholders. Senior executives and directors are required to 
own PepsiCo stock worth between two and eight-times their 
compensation, depending on their position. 

Certification of Financial Statements — PepsiCo was among 
the first corporations to comply when the Securities and 
Exchange Commission required written certification of 
financial statements by CEOs and CFOs, Since then, our 
CEO and CFO have issued certifications every quarter. The 
certifications for our 2003 financial statements are attached 
as Exhibits 31 and 32 to our 2003 Form 10-K. 

Open Communication —To promote high ethical standards 
across a global organization, we ensure that employees have 
clear lines of communication to inform senior management of 
potential issues. We have a telephone hotline called "Speak 
Up"for this purpose. It is accessible from around the world at 
no charge to employees.To further ensure an open communi¬ 
cation environment, employees may remain anonymous. 

For details on our Corporate Governance principles, committee 
charters, policies and related efforts, please visit the Corporate 
Governance section of our web site. 

Rating PepsiCo’s Governance: 

Outside Perspectives 

Our high standards of corporate governance are widely 
recognized. Several independent organizations rate 
companies on the quality of their corporate governance. 
According to Institutional Shareholder Services, for 
example, PepsiCo outscored 96% of all companies in the 
S&P 500, and 100% of all food, beverage or tobacco com¬ 
panies with respect to corporate governance in 2003. 
PepsiCo also received perfect 10 out of 10 corporate 
governance ratings from Governance Metrics 
International in early 2004. 
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Our Business (continued) 
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Our various relationships are shaped by certain basic principles: 

Our Investors — We strive to provide investors a reasonable 
return on their investment, based on consistent growth in the 
marketplace and consistent financial results. We take a long¬ 
term view and make appropriate investments to strengthen our 
brands, develop our capabilities and pursue new opportunities. 
We seek healthy, year-over-year growth, and report our financial 
results honestly, transparently and on a timely basis. 

Our Employees — Our employees are the greatest factor in 
our success.Their hard work, dedication and resourcefulness 
enable PepsiCo to compete effectively, serve the needs of 
customers and deliver the results our investors expect. We 
are committed to providing a work environment that is safe 
and welcoming and that allows our employees to achieve 
professional growth and personal fulfillment. We provide 
competitive compensation and benefit programs. 

Our Customers, Partners and Suppliers — PepsiCo will only 
achieve long-term success if our business partners also 
succeed. Whether we work with retailers, franchise bottlers, 
joint-venture partners or suppliers, we try to ensure that our 
partnerships appropriately balance the interests of all parties. 

* With our bottlers and other business partners, we 
conduct our business to allow both our partners and 
PepsiCo to earn a reasonable return on their investment 
We grow together. 

* With our retail customers, we provide products and 
services, such as marketing support, that contribute to 
growth, profit and positive cash flow. 

* With our suppliers, we buy goods and services at competi¬ 
tive prices that allow them to make a reasonable profit. 

We seek efficient suppliers with whom we can work and 
grow as long-term partners. We seek out suppliers that are 
owned by minorities and women. 


Our Consumers — We offer consumers great tasting products 
that provide outstanding quality, convenience and value. Each 
year, we invest millions of dollars in innovation to better serve 
consumer needs and wants through new products and 
packages. We continually expand our distribution network 
to make our products more widely available. And we work 
relentlessly to improve productivity so we can keep our 
products affordable to a broad range of consumers. 

Our Communities — We support our communities with direct 
contribution to not-for-profit groups and by working with 
organizations dedicated to improving the lives of people. We 
seek to be a positive force in our communities and the world. 

Our Stakeholders — We touch the lives of many people 
through our businesses. We welcome honest discussion with 
individuals, groups, and advocates who represent community, 
environmental or social interests. 

We interact with: 

• Investors 

• Employees 

• Bottlers and other business partners 

• Retail customers 

• Suppliers 

• Consumers 

• Communities 

• Other Stakeholders 
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PepsiCo is about relationships — with the people who consume our products, retail customers who sell our 
products, with shareholders, employees and suppliers. One of the best examples of how we're building trust is 
through our relationship with Integrated Packaging Corporation (IPC), our major supplier of corrugated boxes. In 
1992, when IPC was just starting out, Pepsi-Cola signed a long-term contract to purchase boxes.This allowed IPC to 
secure necessary funding to grow and attract other major customers. Here, IPC owners Joe Wilson (left), and Al Fuller 
(right) meet with Scott Buchanan, vice president, global procurement, paperboard and corrugated, to discuss 
packaging. IPC is one of the many minority- and women-owned firms that supply PepsiCo with products and 
services. In 2003, we spent about $722 million with minority-owned and women-owned firms. 
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PepsiCo makes an important economic contribution to 
thousands of communities in which we operate around 
the world. 

Employment — We directly employ more than 143,000 
people, including more than 60,000 in the United States, 
where PepsiCo is headquartered. Our customers and business 
partners, such as franchised bottlers and licensees, employ 
thousands of additional people as they manufacture and 
distribute our products. 

Retail Sales — We create jobs and opportunities for our 
customers in millions of stores around the world. Our brands 
are among the most profitable that retailers carry. 

Purchases — In 2003, we purchased more than $10 billion in 
supplies, services and raw materials.These purchases help to 
support hundreds of thousands of additional jobs. 


China — A Case Study 

China is a good example of how we contribute to countries 
where we operate. 

PepsiCo has been in China for more than two decades 
and our businesses include some 40 joint or wholly owned 
ventures. Over the years, PepsiCo and its partners have 
invested more than $1 billion in the China beverage and 
snack food businesses — almost $800 million of that was 
direct investment by PepsiCo. We employ more than 10,000 
Chinese people directly and an estimated 150,000 indirectly. 
This includes the people who provide us with services and 
supplies and serve as distributors for our products. 

One of the most exciting areas of cooperation between 
PepsiCo and China is a joint program with the Chinese 
Ministry of Agriculture to share knowledge about potato 
farming. PepsiCo funded a $20 million, comprehensive 
agro-technology program that introduced state-of-the-art 
seed development techniques and farming practices to 
China. The company also established one of the world's 
most advanced potato research laboratories and created a 
model farm training center for farmers. Potato yields more 
than doubled in three years, benefiting 1,100 farming 
families. In addition,The PepsiCo Foundation made a 


Goods and services from women- and minority-owned 
businesses accounted for $722 million in purchases in 2003. We 
have a long-standing and active supplier diversity program. We 
have a dedicated team devoted to increasing supplier diversity. 
Our efforts have earned PepsiCo awards and recognition from 
a number of national, regional and local organizations of 
minority and women suppliers. Since we began tracking our 
spending in 1982, PepsiCo has purchased goods and services 
from minority and women suppliers worth more than $6 billion. 

Taxes — We paid income taxes of nearly $1.6 billion in 2003. 

In addition, we paid hundreds of millions of dollars in other 
taxes like payroll, sales and property taxes. 

Technology — We share expertise and technologies that 
provide important benefits to communities and countries. In 
emerging markets, such as India and China, our agricultural 
development programs have significantly improved crop 
yields for local farmers. 


$700,000 grant to fund the construction of the Agriculture 
Development Center in Beijing, where Frito-Lay participates 
in seminars and shares its advanced farming techniques. 

PepsiCo has made major contributions in many 
other areas, including training, supplier development 
and community support. 

Pepsi-Cola has offered training and development 
programs to more than 4,500 local joint venture employ¬ 
ees, wholesalers and distributors. Frito-Lay has trained an 
additional 1,200 workers and distributors. 

Our presence puts cash directly into the economy. 
Almost all of our ingredients — including raw materials, 
sugar, bottles, crates, caps and other packing materials, 
motor vehicles and vending equipment — are purchased 
from businesses that are Chinese-owned or based in China. 

On the community front, Pepsi-Cola China launched the 
Pepsi-Cola fund in 2001 to help ease the water shortage 
and keep students from dropping out of school in the west 
of China. Frito-Lay community involvement has been 
focused on education and teacher training. 
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Part of being a responsible corporate citizen is caring for our environment. PepsiCo has many programs to conserve, 
reuse and recycle energy and natural resources and to protect our world. As a company focused on convenient food 
and beverages, one priority is our packaging. We encourage recycling, and by 2005,10% of Pepsi-Cola packaging 
in the United States wiil include recycled content.There are many other uses for recycled plastic, including making 
T-shirts and fleece tops such as those pictured here. 
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Environmental responsibility is an integral part of the way 
we do business. Our commitment is demonstrated by our 
adoption of the following fundamental core principles: 

* We conduct our business in an environmentally responsible 
way. We comply with, or exceed, requirements of all appli¬ 
cable laws and regulations. In the absence of specific laws 
and regulations, our goal is to apply prudent environmental 
management practices, manage environmental risks and 
operate responsibly. 

* We strive to minimize the impact of our businesses on 
the environment. We seek methods that are socially 
responsible, scientifically based and economically sound. 

* Using scientific research, new technology and innovative 
approaches, we work continuously to improve our 
environmental performance through conservation, source 
reduction, recycling and improved packaging designs. 

* We develop and apply programs that promote clean air 
and water, conserve energy and reduce landfill waste. 
PepsiCo divisions work together on programs that 
address environmental issues and develop their own 
operational approaches when appropriate. 

* We support and implement programs that educate, 
train and motivate associates to conduct their activities 
on behalf of the company in an environmentally 
responsible manner. Our associates are expected to 
assume responsibility as environmental stewards. 

* We hold management accountable for upholding our 
environmental standards. 

* We cooperate with organizations and governments working 
to develop collaborative solutions to environmental 
problems, and we support policies and programs 

that improve the environment by setting reasonable 
standards for future conduct. 

* We are committed to improving our environmental 
performance through cooperative efforts involving 
governmental organizations, our licensed and franchised 
partners, suppliers, customers and consumers. 


hn\ immnniUil Programs 

Each of our operating units has ongoing programs to improve 
its environmental performance. In 2001, we created an 
Environmental Task Force representing all of our operating 
units to address environmental issues on a company-wide 
basis, and share best practices. 

In 2002, the Task Force developed the framework for an 
internal Environmental Management System (EMS), now being 
used to improve performance. Frito-Lay North America, our 
largest operating unit, already fully meets or exceeds all 
requirements of the EMS. Other divisions are taking steps to 
develop the programs and policies to meet the requirements. 

Our employees are directly involved in helping us meet our 
environmental commitments.Teams of Frito-Lay employees 
work to reduce waste, reuse resources and recycle, and pro- 
mote environmental awareness within their facilities.These 
"'Green Teams"'also participate in community activities to 
improve the environment. Each year, Frito-Lay formally recog¬ 
nizes the best environmental programs and performance by 
presenting that team with an award. 

Teams of Quaker Oats and Gatorade employees systemati¬ 
cally review their plant operations to identify, evaluate and 
control spill and environmental release risks. Additionally, 
Quaker Foods North America recently began a program that 
helps both the company and the community. Our Cedar 
Rapids, Iowa, cereal plant generates more than 100,000 tons of 
oat hulls each year. We send much of that biomass to the 
University of Iowa, which burns the hulls as fuel in their boil¬ 
ers.The oat hulls save the University from burning about 
30,000 tons of coaf each year, reducing annual sulfur dioxide 
emissions by 60 tons and carbon dioxide by 72,000 tons. This 
also reduces the University's annual fuel costs. 

Other initiatives and programs are covered in PepsiCo's 
Environmental Report, which can be found on our web site. 
The following discussions relate to packaging and water. 

Packairmu 

Each of our divisions is charged with incorporating environ¬ 
mental considerations into its packaging decisions. 

In 2001, we announced a goal of using 10% recycled 
material in Pepsi-Cola plastic beverage bottles in the United 
States by the end of 2005. We are working with our bottlers to 
include recycled material. 

In 2003, more than 20 million pounds of recycled plastic 
was used in beverage bottles bearing our brand names. 

In addition to using more recycled plastic, we are actively 
supporting recycling efforts to benefit the environment and 
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our communities. We support efforts to recycle all plastic that is 
collected into such things as clothing, carpets and plastic lumber. 

We've also supported reducing the weight of our containers. 
An aluminum can today contains about half the aluminum 
used in cans in 1972. Reducing the size of the lid on cans has 
also led to a lighter package and saves 37 million pounds of 
aluminum a year. 

Soft drink containers are America's number one recycled 
consumer packaging.They are recycled at a rate of nearly 50% 
— much higher than America's overall recycling rate of 30%. 
However, we are concerned that overall recycling rates, including 
those for beverage containers, recently have been dropping. 

To reverse the trend, we are working in tandem with 
our bottlers by investing in recycling though a variety of 
efforts, including: 

• Providing our customers with highly visible recycling bins. 

• Supporting a multi-million dollar industry effort to promote 
curbside recycling and away-from-home recycling. 

• Working with the U.S. Environmental Protection Agency 
and other beverage companies on recycling issues. 

• Continuing our major support to the nation's leading 
voluntary anti-litter campaign, Keep America Beautiful's 
Great American Clean-up. 

• Providing school educational materials to teach young 
people about recycling. 

At Quaker Foods North America, product packaging 
successes have included using high percentage post-consumer 
recycled paperboard in nearly all of our foods packaging material. 

Tropicana also has reduced the use of its packaging 
materials by reducing the weight of its plastic bottles and 
plastic pour spouts. 

Frito-Lay has a long-standing program to return cartons for 
reuse. Each delivery box is used an average of five times 
before being recycled. On an annual basis, this diverts about 
60 million pounds of cardboard from landfills and saves more 
than a million trees. 

Water 

All our products use water, whether in growing the ingredients 
for our products, such as oranges, oats, potatoes and corn, or 
in the manufacturing of beverages bearing our brand names, 
such as carbonated soft drinks, non-carbonated beverages and 
Aquafina bottled water. 

As a result, we have many programs to reduce our use of 
water and to reuse water wherever possible. 

Frito-Lay North America maintains a continuous focus on 
water conservation.The program includes water conservation 
training, targets for water usage rates and weekly water usage 


tracking. Processing water is reused in the manufacturing 
process, and processing wastewaters are collected, processed 
and reused, often to water other agricultural products such as 
alfalfa and Bermuda grass hay. In 2003, Frito-Lay reduced its 
water use by 10%. In addition, Frito-Lay is investigating water 
reclamation and reuse technologies that could allow further 
reduction of water use. 

Our Dallas Gatorade plant and Danville, Illinois, Quaker 
foods plant have implemented projects that reduce water 
usage by several hundred thousand gallons daily.Tropicana 
recaptures and reuses more than half a million gallons of 
water a day at its Florida plants. 

Pepsi-Cola plants are increasingly designed to avoid 
burdening municipal wastewater treatment systems and to 
reduce the use of water. For example, all Pepsi bottling plants 
in China, and many of our bottlers' beverage plants in other 
countries, operate their own wastewater treatment plants, 
thereby protecting the quality of our water resources. 

As water is an increasingly scarce resource, usage issues 
pose significant challenges related to availability and access. 

For example, questions were raised about whether a 
Pepsi-Cola bottling plant in Kerala, India, was reducing water 
resources available to the local population. In fact, our own 
conservation and recycling initiatives — augmented by a vari¬ 
ety of rainwater harvesting and groundwater recharge sys¬ 
tems employed by the local industrial estate authorities — 
have resulted in enough net recharge of the aquifer to main¬ 
tain a good flow of water at the site. Pepsi has installed water 
conservation systems in all of our plants in India. We have 
established rainwater harvesting systems at four of our plants, 
with plans to repeat this at all of our plants in India in the near 
future. In addition, we rotate the bore wells, from which we 
draw water, which allows the aquifers time to recharge.The 
industrial park where the Kerala plant is located created a 
man-made take to capture additional rainwater, which further 
recharges the supplies. 

In short, we have taken what we believe are prudent and 
responsible steps. Nonetheless, we recognize that we need to 
take a more active role in the ongoing discussion on water, 
water usage and allocation, and to make sure we are doing 
everything we can to ensure fairness and efficiency in the use 
of this precious resource. 

For more information on PepsiCo environmental programs, see our 
Environmental Report on our web site. 
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PepsiCo's goal is to make a positive impact in the community. In 2003,The PepsiCo Foundation and PepsiCo divisions 
contributed $23.6 million to nonprofit groups. For example, PepsiCo is a Mission Sponsor of the YMCA, the largest 


provider of fitness programs, serving nine million young people across the United States. At the YMCA of Greater New 
York, the PepsiCo Foundation funded a pilot program called Teen Health and Wellness 101, which teaches basic fitness 
principles and healthy eating habits. Pictured here, at the Prospect Park YMCA in Brooklyn, NY, is a program that 
introduces youngsters ages 6 through 9 to kid-sized exercise machines and uses equipment such as parachutes, large 
balls and Hula Hoops to instill good exercise habits at an early age. 


31 



Social 


I leallli and Wrllnrss 

As a food and beverage company, we want to make a positive 
contribution to the daily diets and lifestyles of our consumers. 
Our goal is to provide our consumers with products they want 
and enjoy. We are committed to actively promoting health and 
wellness in ways that serve the public interest and contribute 
to our growth.This is particularly important as populations 
age in some of our largest markets and obesity rates rise. 

Good health is a result of a balanced diet and sufficient 
physical activity. So we focus on two broad areas; 

* providing healthy product choices, and 

4 encouraging healthy lifestyle habits. 

PepsiCo has offered product choices for many years. In 
fact, one-calorie Diet Pepsi was born in 1964 and reduced fat 
Ruffles were introduced in 1989. 

As concern has grown around health and wellness — 
particularly obesity — we have increasingly balanced our 
product offerings. We offer dozens of healthy products. For 
example, U.S. consumers rated Quaker oatmeal and Tropicana 
Pure Premium orange juice the top two healthiest brands. We 
have many other brands that either contribute to good health, 
such as Aquafina bottled water, or contain less fat or sugar 
than regular varieties, for example. Baked Lay's potato chips 
and diet soft drinks. 

Our Blue Ribbon Health and Wellness Advisory Board, pic¬ 
tured on page 20, has provided advice on improving existing 
products, developing new products and promoting healthy 
lifestyles. As a result, we were the first company to remove 
trans fats from our salty snack products. With their help, we 
are strengthening our nutritional guidelines for our products. 

As part of our health and wellness commitment, we are 
taking specific actions: 

* Accelerating development of better-for-you and good- 
for-you products. These products, which have fewer calo¬ 
ries or less fat than their traditional counterparts or con¬ 
tribute directly to good health and nutrition, accounted 
for 40% of PepsiCo volume in North America in 2003. Our 
goal is to continue to introduce new good-for-you and 
better-for-you products at a rapid rate. 

* Improving the healthfulness of existing products. 
Frito-Lay North America announced its plans to remove 
trans fats from its major corn snack brands (its potato 
chip brands were already trans fat free) in September 
2002.Today, all Frito-Lay core brands in the United States 
are "0% trans fat." Canada is following suit. 

We're also working to reduce or eliminate trans fat in 
other products. 


• Providing healthy food and beverage choices in schools. 

We are working closely with our bottlers to help schools 
offer a wide selection of healthy food and beverage 
choices. In 2003,17,000 vending machines devoted 
exclusively to Aquafina bottled water and Gatorade were 
placed in schools. We've also introduced new Tropicana 
Pure Premium orange juice and Quaker oatmeal items 
and a range of baked and reduced fat Frito-Lay snacks. 
We're also introducing SoBe Synergy, a 50% juice drink 
that's nutritionally better than juice. And our partnership 
with the American School Food Service Association pro¬ 
motes good food choices and provides access to health 
promotion resources. 

* Promoting healthy lifestyles. Since the 1970s, PepsiCo 
has sponsored programs that encourage kids and adults 
to be active.Today, we support programs that promote 
healthy eating as well as activity. 

• YMCA — A commitment of $16 million over 10 years 
to give financially disadvantaged teens scholarships to 
participate in YMCA programs. 

• Get Kids in Action — A partnership between Gatorade 
and the University of North Carolina to get kids more 
active and reduce childhood obesity. 

• America on the Move — A program to help people 
improve their health through simple changes in diet 
and exercise. We plan to create school-based versions 
of the program for elementary and middle schools. 

• Kidnetic — The International Food Information 
Council's web-based program to promote healthy 
lifestyles in children 8-12 years olds (www.kidnetic.org). 

• Get Active, Stay Active — A web-based journal, 
where teens can track their physical activity and 
eligibility for the President's Active Lifestyle Award 
(www.getactivestayactive.com). 

• Healthy Living Radio with Dr : Ken Cooper — A syndicated 
weekly radio show. 

• The American Council on Fitness and Nutrition — 

PepsiCo is a founding member. 

For more information see the Health and Wellness section on our 
web site. 

We focus on two broad areas: 

• providing healthy product choices, 

■ encouraging healthy lifestyle habits. 
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PepsiCo's heritage of promoting diversity goes back more 
than half a century. In the 1940s, Pepsi-Cola was a pioneer in 
multicultural marketing. In the 1960s, Pepsi-Cola became 
the first major U.S. company to appoint an African American 
corporate vice president. 

We approach diversity and inclusion as a fundamental 
strategic priority. We believe our leadership in this area 
will give us an opportunity to drive our growth and gain 
a genuine competitive advantage. 

The business rationale is clear; Minority populations are 
growing faster than the population overall and, in the United 
States, ethnically diverse groups are expected to make up 
about 40% of the total population by 2025, and more than 
50% of people under age 20. Each year, racial and ethnic 
minorities constitute a greater share of our potential employees, 
consumers and retail customers. 

Two years ago we launched major urban marketing 
programs aimed at African Americans and Latinos in 27 U.S. 
cities. We developed products tailored to the preferences of our 
African American and Latino consumers, and were rewarded 
with increased sales. 


All Employees 

53,513 


Minority Employees 

13,612 

25% 

All Managers 

5,551 


Minority Managers 

807 

15% 

Women Managers 

1,123 

20% 


To stay strong and competitive, we must attract and retain 
the brightest, most capable employees — including people 
who understand the changing needs of our customers and 
consumers. And we must demonstrate very dearly PepsiCo's 
commitment to these growing communities. 

So we treat diversity and inclusion as a business imperative. 
We create strategic plans, set goals for recruiting a diverse 
workforce and link our executives'compensation to their 
efforts and progress toward those goals. 

In 1999, we created our African American Advisory Board, 
the first of our Ethnic Advisory Boards, which are shown on 
pages 18-19 of this report. Both our African American Advisory 
Board and our Latino/Hispanic Advisory Board, created in 2000, 
have provided excellent counsel on cultural, social and busi¬ 
ness issues such as hiring, marketing, benefits and diversity. 

Workplace Diversity and Inclusion 

Our goal is to create a diverse, inclusive and welcoming 
workplace. One where everyone feels they have an equal 
opportunity to succeed and grow — regardless of gender, 
race, ethnicity, religion or sexual orientation. 

In 2002, we launched the first phase of a multi-year 
employee education effort: a day-and-a-half inclusion training 
session for all our salaried employees in the United States. 
Additional programs have already been rolled out. 

We have active networks for our female and diverse 
employees. Employees in these 
networks sponsor events, discuss 
relevant issues and provide business 
insights. 

Our Harvey Russell Inclusion 
Award, initiated in 2003 as part of our 
Chairman's Award, recognizes 
outstanding achievement in support of 
PepsiCo's diversity and inclusion efforts. 
It honors employees and external part¬ 
ners who consistently demonstrate 
inclusive behaviors and go "above and 
beyond" to move our diversity and 
inclusion agenda forward. 

1,315 19% 

1,634 23% 


Progress on Diversity and Inclusion in the United States 

In 2000, we had 25% minority employees; 15% of our executives and managers 
were members of minority groups, and 20% of our executives and managers 
were women. In 2003, our minority employee representation rose to more than 
27%, as our percentage of minority executives and managers increased to nearly 
19%. The percentage of women executives and managers increased to 23%. 

YEAR 2000 2003 


For more information on diversity and inclusion, see the Diversity section on our web site. 


33 







Social (continued) 


(lommuml\ Support and 
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We give to the community through the PepsiCo 
Foundation, PepsiCo Community Affairs and our various 
operating divisions. In 2003, we contributed $23.6 
million to more than 1,000 not-for-profit organizations. 

Additionally, we provide support through gifts in kind, including 
product, premiums, printing, meeting space, equipment donations, 
support of events, conventions, journals and meeting sponsorship. 

We support employees who volunteer with not-for-profit 
organizations and encourage employee groups to do volunteer 
work as team-building events. Employee groups have provided 
such services as fixing up a youth home and restoring a park. 

Giving Priorities 

The PepsiCo Foundation focuses on programs in four 
principal areas: 

Youth 

Encouraging physical activity and promoting youth fitness . 

For example, we contribute millions of dollars each year to 
support a wide range of programs and organizations that 
encourage young people to be physically active and educate 
them about the value of healthy eating and a balanced diet. 
These include pilot projects with the YMCA,Teen Health & 
Wellness 101 and FitKids: Learning for Life. Both of these 
programs teach kids and teens about leading an active and 
healthy lifestyle. 

Developing skills, primarily among urban and low-income 
youth, in leadership, entrepreneurship and other areas to 
prepare young people to be successful in post-secondary 
education and the workforce . 

Examples include the International Franchise Association 
Educational Foundation's Franchising Entrepreneurship 
Program — a project exposing minority and urban youth to 
careers in franchising; and the Minority Scholarship Awards 
Program — which encourages the study of franchising and 
entrepreneurship by minority students in college. 

Education 

Supporting colleges and universities that prepare young 
adults for careers in business . 

We provide funding primarily for leadership development 
programs and scholarships. For example: 


* Howard University — funding of an endowment for 
scholarships at the Business School. 

* California State University, Los Angeles — funding of the 
Frito-Lay Leadership Center, a facility that will help 
develop tomorrow's leaders by providing real-world 
perspective for students and faculty through practicums, 
internships and scholarships. 

* Hampton University — a grant to this historically black 
college is endowing scholarships for promising students 
and supporting their Leadership Institute. 

• University of Texas, Austin — funding of a Student 
Leadership Center and the LeaderShape Institute, a lead¬ 
ership development experience at the Business School. 

* Michigan State University (MSU) — a grant to further oppor¬ 
tunities and careers in the field of food science among 
minority students.This is the largest gift targeted to 
minority recruitment at MSU. 

Diversity 

Supporting education and community organizations « 

Our support for community groups and cultural programs 
promotes diversity and inclusion. For example: 

• National Council of La Roza — a multi-year contribution 
supports Escalera —Taking Steps to Success, a college 
readiness program for Latino youth. 

* In the Spirit of Martin: The Living Legacy of Dr Martin Luther 
King, Jr — PepsiCo sponsored a traveling art exhibition 
organized by the Smithsonian Institution and in partnership 
with the King Center. A curriculum guide accompanied 
the exhibition, and educated many young people on the 
importance of Dr. King's work and legacy. 

• L/.5. Pan Asian American Chamber of Commerce — The 
company supported the Women's Pioneer Symposium, 
which brought together emerging female leaders. 

Employees 

We support our associates where they contribute and volun¬ 
teer, as well as by providing scholarships for their children . 

• The PepsiCo Foundation has one of the longest running 
scholarship programs for children of employees. Since 
1981, over $27 million in college scholarships have been 
awarded to students all over the world. 

• We donate to organizations through Matching Gifts, 
United Way and grants to nonprofit groups where 
employees are involved. 

For more information on The PepsiCo Foundation and our 
community programs, visit our web site. Grant guidelines are 
available online. 
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We offer competitive compensation and benefits to our 
employees. Benefits are available to eligible full-time and 
part-time employees, including domestic partners. 

In the United States, we offer a fuli range of health care, sav¬ 
ings and retirement benefits. Our health and welfare benefits 
include medical, dental, vision, prescription drug, mental 
health, life and accident insurance, disability and flexible 
spending accounts. Other benefits offered include commuter 
reimbursement, group legal insurance, tuition reimbursement, 
adoption assistance, Employee Assistance Program, child 
care and elder care referral and resources, smoking cessation 
programs, and family and medical leave. 

Financial benefits include company-funded pension plans, a 
company-matched 401 (k) Plan, the PepsiCo Stock Purchase 


Program and SharePower, a broad-based stock option program. 
SharePower was introduced in 1989 and is a global program 
that offers eligible employees stock options that may be 
exercised after a vesting period. We believe SharePower clearly 
reflects a culture that places a high priority on ownership. 

Our various headquarter locations offer on-site fitness cen¬ 
ters and wellness classes. We also offer lifestyle benefits such 
as on-site banking through member-owned credit unions and 
other amenities. 

PepsiCo is committed to providing safe and healthy work 
environments. It is our policy to comply with all applicable 
safety and health laws and regulations. We are dedicated to 
designing, constructing, maintaining and operating facilities 
that protect our people and physical resources. For example, 
almost two-thirds of Frito-Lay's manufacturing plants have 
earned "Star" certificates in OSHA's Voluntary Protection 
Program for facility workplace safety excellence. 


K\Iitii;iI \lrinlMTslii|>* 

PepsiCo is a member or has representation on countless 
organizations relating to our employees and our businesses. 
Those of special social interest include: 

Family Friendly Programming Forum — A group of advertisers 
who have taken positive steps to increase family friendly 
programming choices on television. We are committed to high 
standards regarding our advertising and where it appears. It is 
our policy to avoid advertising on programs that are excessively 
violent, dependent on unnecessary sexual themes, distasteful as 
judged by contemporary society or otherwise offensive to large 
numbers of people on an ethical, moral or racial basis. 

Global Business Coalition on HIV/AIDS — An alliance of 
international companies dedicated to combating the AIDS 


epidemic. PepsiCo has established an internal task force on 
HIV/AIDS. Its purpose is to gather data on HIV/AIDS and related 
illnesses and to monitor and respond to issues related to the 
disease.These issues include employee policies, programs and 
encouragement of community outreach efforts. U.S. policies 
relating to HIV/AIDS may be found on our web site, along with 
a description of our programs in South Africa, which is the 
hardest hit area. PepsiCo will be stepping up its focus on 
HIV/AIDS and related diseases. 

Sullivan Principles — PepsiCo is a signer of the Global 
Sullivan Principles.The goal of the Principles is to support eco¬ 
nomic, social and political justice by companies where they do 
business; to support human rights, and to encourage equal 
opportunity at all levels of employment. 


|{<‘rn ( <>miion and \wanU 

Awards tell us when we are making progress and achieving 
valuable goals.They also help us benchmark our progress, In 
2003, PepsiCo and our people were honored in many areas. 
Here are just a few: 

* Fortune magazine named PepsiCo the most admired 
company in the beverage industry. 

• Frito-Lay received a Star of Energy Efficiency Award 
from the Alliance to Save Energy for its achievement 
of energy saving goals: water usage down 10%, and 
electricity usage down 11%. 


* Women's Business Enterprise National Council named 
PepsiCo to its "Elite Eleven" list. 

* PepsiCo was named to Divers!tyfnc’s "Top 50 Companies 
for Diversity." 

• Latina Style magazine named PepsiCo to its list of "Top 
50 Best Companies for Latinas to work for in the U.S." 

• Saiudos Hispanos magazine named PepsiCo a Leader of 
Distinction in supplier diversity. 

■ Fortune magazine ranked PepsiCo #9 in its "50 Best 
Companies for Minorities" survey. 

For a more complete listing, visit the Honors section on our web site. 
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(AW Index and (Contact Information 


Location 


GRI Reference* Page(s) Location 


GRI Reference* Page(s) 


Annual Report. 

Letter to Shareholders .1.1,1.2, 22, 27,2.1 2, 3 J 

Division Reviews .2.2, 2.3, 2.4,2.7, 2.8 

Growth & Trust .ECl0, EN2, EN4, LAI 0, PR1 


Principal Divisions and 

Corporate Officers .LA11 

PepsiCo Board of Directors.LA11 

Seeking Outside Perspectives ... 3.10, 3.11, LAI 0, LA11 

Corporate Responsibility Report. 

Letter from the Chairman .1.1,1.2, 2.1,2.13, 3,7 

Mission, Values and Guiding Principles: 

Our Mission.1.1,3.7 

Our Values .1.1,37 

Our Guiding Principles .1.1,37 

Our Business: 

Profile .2.1,2.2, 2.3, 2.4,2.8, ECl 

Corporate Governance .. 2.22, 3.1,3.2,37, HR9, S04 

Our Constituencies.2.7, 2.9 

Economic: 

Our Economic Contribution.ECl, EC3, ECS 

Environmental: 

Our Environmental Principles .3.7 

Environmental Programs .3.14, 3.19, EN2, EN17 

Packaging .EN2, EN14, EN15 

Water .EN22, 2.22 

Social: 

Health and Wellness.PR1, PR6, 2.22 

Diversity and Inclusion.LA10, LA11, HR4, HRS 

Community Support and 

Charitable Contributions.EC10, SOI, 2.22 

Employee Benefits and Safety .3. 7, LAI 2 

External Memberships.3.14, 3.15, LA10 

Recognition and Awards .$04 

GRI Index .4.1 

Contact Information .2.10, 2,22 


1 - 20 

1 -4 
6-15 
5, 8, 12, 
26, 28,31 

16 

17 

18 - 20 

21 - 37 

22 

23 

23 

23 

24 

24 

25 

27 

29 

29 

29 

30 

32 

33 

34 

35 
35 

35 

36 
36 


MD&A and Financial Statements. 

Our Business: 

Our Chairman and CEO Perspective .2.3, PR1 

Our Operations.2.2,2.3, 2.4, 2.5, ECl 

Our Customers.23, 2.4, 2,6, 27 

Our Distribution Network .2.3, 2.7 

Our Competition . 

Other Relationships .3.2 

Our Market Risks .2.7, PR1 

Cautionary Statements.2.7 

Our Critical Accounting Policies.2.18, EC5, ECS 

Our Financial Results: 

Our President and CFO Perspective 
. 2.14,2.20,3.1,3.4,37, EC6, HR9 

Items Affecting Comparability .2,14 

Results of Operations — 

Consolidated and Division Reviews_ECl, EC3 

Our Liquidity and Capital Resources . 

Consolidated Statement of Income .ECl, EC3 

Consolidated Statement of Cash Flows. 

Consolidated Balance Sheet .EC6 

Consolidated Statement of 

Common Shareholders' Equity .EC7 

Notes to Consolidated Financial Statements 

.2.1,2.3,2.4, 2.5,2.8,2.14, 2.15, ECS, EC6, ECS 

Management's Responsibility for 

Financial Reporting .2.20,3.1,37 

Independent Auditors' Report. 

Selected Financial Data.ECl 


38-80 

38-41 

38- 39 

39- 40 

40 

41 
41 

41 - 42 

42 

43-48 


49-52 

49 

50 - 55 
56-57 

58 

59 

60 

61 

62 - 77 

78 

79 

80 


^Reference to the Global Reporting Initiative (GRI) indicators. 
See http://www.globalreporting.org/guidelines/2002.asp 
for more information. 


Note: Some indicators are fully 
reported, others partially. For a more 
comprehensive listing, please visit 
http://www.pepsico.com. 


Key: 

EC - economic 
EN - environmental 
LA - labor practices 
HR - human rights 
SO - society 

PR - product responsibility 


Contact Information: 

Elaine Palmer 

Manager, Corporate Information 
914-253-3122 
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Additional information on these and 
other PepsiCo initiatives can be found at 
http://www.pepsico.com. 
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Our Chairman and 
CEO Perspective 


The questions below reflect those 
commonly asked by our shareholders, 
and are followed by answers from our 
Chairman and CEO, Steve Reinemund. 
Commonly asked questions regarding 
current financial issues have been 
included in "Our Financial Results," 
along with responses from our 
President and CFO, Indra Nooyi. 

(1) This year, obesity and health and 
wellness have been making headlines 
in almost every newspaper and 
magazine. What are you doing to 
address these concerns? 

We are actively addressing health and 
wellness and see this as an opportunity 
for us to provide a diversified portfolio for 
consumers. We see this as a win for 
ourselves and for our customers. You are 
right in that you can't read a newspaper 
without finding a story on obesity and its 
related health consequences. For us, it 
signals that consumers want more choices 
of convenient foods and beverages that 
are healthier. 

Rather than looking at this consumer 
need as a threat to our business, we began 
in the late 1990s to focus on further 
building a portfolio of better-for-you and 
good-for-you brands — literally re-tooling 
our company for future growth. Adding 
Tropicana, Quaker Oats and Gatorade 
brands over the last several years has 
dramatically increased our ability to 
provide more choices for consumers. We 
committed to driving 50% of our North 
American product innovation to better- 
for-you and good-for-you products. We 
exceeded that goal in 2003, and led the 
food and beverage industry as the first 
major company to eliminate trans fats 
from our corn snacks. 

And that's just the beginning. We’ve 
engaged leading health and nutrition 
experts to help us identify consumer 


Our Business 

Our discussion and analysis is an integral part of understanding our financial results. 
Tabular dollars are in millions,except per share amounts. All per share amounts reflect 
common per share amounts, assume dilution unless noted, and are based on unrounded 
amounts. Percentage changes are based on unrounded amounts. 


Our Operations 


We are a leading, global snack and bever¬ 
age company. We manufacture, market 


and sell a variety of salty, convenient, 
sweet and grain-based snacks, carbon¬ 
ated and non-carbonated beverages and 
foods. We are organized in four divisions. 
Our North American divisions operate in 
the United States and Canada. Our inter¬ 
national divisions operate in neariy 200 
countries, with our largest operations 
in Mexico and the United Kingdom. 
Additional information concerning our 
divisions and geographic areas is 
presented in Note 1 to our consolidated 
financial statements. 

Frito-Lay North America 

Frito-Lay North America (FLNA) manufac¬ 
tures, markets, sells and distributes 
branded snacks.These snacks include 
Lay's potato chips, Doritos flavored 
tortilla chips, Cheetos cheese flavored 


snacks,Tostitos tortilla chips, Fritos corn 
chips, Ruffles potato chips, branded dips, 
Quaker Chewy 
granola bars, Roid 
Gold pretzels, 
Sunchips multigrain 
snacks, Munchies 
snack mix. Grandma's 
cookies, Quaker 
Quakes corn and 
rice snacks, Quaker 
Fruit & Oatmeal bars. 
Cracker Jack candy coated popcorn, 

Lay's Stax and Go Snacks. FLNA branded 
products are sold to independent 
distributors and retailers. 

PepsiCo Beverages North America 

PepsiCo Beverages North America (PBNA) 
manufactures or uses contract manufac¬ 
turers, markets and sells beverage con¬ 
centrates, fountain syrups and finished 
goods, under the brands Pepsi, Mountain 
Dew, Sierra Mist, Mug, SoBe, Gatorade, 
Tropicana Pure Premium, Dole,Tropicana 
Season's Best,Tropicana Twister and 
Propel. PBNA also manufactures, markets 
and sells ready-to-drinktea and coffee 
products through joint ventures with 
Lipton and Starbucks. In addition, PBNA 
licenses the Aquafina water brand to its 
bottlers and markets this brand. PBNA 


Our Divisions 

• Frito-Lay North America (FLNA) 

9 PepsiCo Beverages North America (PBNA) 
•PepsiCo International (PI) 

• Quaker Foods North America (QFNA) 


Division Net Revenue Division Operating Profit 

Growth 8% Growth 10% 


FLNA 

2% 

FLNA 

PBNA 

2% 

PBNA 

PI 

4% 

PI 


38 














sells concentrate and finished goods for 
some of these brands to bottlers licensed 
by us, and some of these branded 
products are sold directly by us to 
independent distributors and retailers. 
The franchise bottlers sell our brands 
as finished goods to independent 
distributors and retailers. PBNA's volume 
reflects sales to its independent 
distributors and retailers, and the sales 
of beverages bearing our trademarks that 
franchise bottlers have reported as sold 
to independent distributors and retailers. 

PepsiCo International 

PepsiCo International (PI) manufactures 
through consolidated businesses as well 
as through noncontrolled affiliates, a 
number of leading salty and sweet snack 
brands including Sabritas, Gamesa and 
Alegro in Mexico, Walkers in the United 
Kingdom,and Smith's in Australia. 
Further, PI manufactures or uses contract 
manufacturers, markets and sells many 
Quaker brand snacks. PI also manufac¬ 
tures, markets and sells beverage con¬ 
centrates, fountain syrups and finished 
goods under the brands Pepsi, 7UP, 
Mirinda, Mountain Dew, Gatorade and 
Tropicana outside North America.These 


Our customers include franchise bottlers 
and independent distributors and retail¬ 
ers. We grant our bottlers exclusive 
contracts to sell and manufacture 
certain beverage products bearing our 
trademarks within a specific geographic 
area.These arrangements specify the 
amount to be paid by our bottlers for con¬ 
centrate and full goods and for Aquafina 

Customers are franchise 
bottlers and independent 
distributors and retailers. 


royalties, as well as the manufacturing 
process required for product quality. 

Since we do not sell directly to the 
consumer, we rely on and provide finan¬ 
cial incentives to our customers to assist 
in the distribution and promotion of 
our products. For our independent dis¬ 
tributors and retailers, these incentives 
include volume-based rebates, product 


brands are sold to franchise bottlers, 
independent distributors and retailers. 
However, in certain markets, PI operates 
its own bottling plants and distribution 
facilities, PI also licenses the Aquafina 
water brand to certain of its franchise 
bottlers. PI reports two measures of 
volume. Snack volume is reported on a 
system-wide basis, which includes our 
own volume and the volume sold by our 
noncontrolled affiliates. Beverage 
volume reflects company-owned and 
franchise bottler sales of beverages 
bearing our trademarks to independent 
distributors and retailers, 

Quaker Foods North America 

Quaker Foods North America (QFNA) 
manufactures or uses contract manufac¬ 
turers, markets and sells cereals, rice, 
pasta and other branded products. 
QFNA's products include Quaker 
oatmeal, Cap'n Crunch and Life ready- 
to-eat cereals, Rice-A-Roni, Pasta Roni 
and Near East side dishes, Aunt Jemima 
mixes and syrups and Quaker grits. 
These branded products are sold to 
independent distributors and retailers. 


placement fees, promotions and displays. 
For our bottlers, these incentives are 
referred to as bottler funding and are 
negotiated annually with each bottler to 
support a variety of trade and consumer 
programs,such as consumer incentives, 
advertising support, new product sup¬ 
port, and vending and cooler equipment 
placement. Consumer incentives include 
coupons, pricing discounts and promo¬ 
tions, such as sweepstakes and other 
promotional offers. Advertising support 
is directed at advertising programs and 
supporting bottler media. New product 
support includes targeted consumer and 
retailer incentives and direct marketplace 
support, such as point-of-purchase mate¬ 
rials, product placement fees, media and 
advertising. Vending and cooler equip¬ 
ment placement programs support the 
acquisition and placement of vending 
machines and cooler equipment.The 
nature and type of programs vary annu- 
ally.The level of bottler funding is at 
our discretion because these incentives 


Our Chairman and CEO Perspective (continued) 

nutrition needs. We are adopting scientifi¬ 
cally accepted standards for nutritious foods 
and beverages — those based on guidance 
from the National Academy of Sciences and 
the U.S . Food and Drug Administration — 
to better assess our product portfolio . We've 
expanded product choices with trusted 
brands like Quaker ; Tropicana, Gatorade , 
Diet Pepsi, Baked Lay's and Aquafina . We've 
identified many opportunities for other 
product improvements, and we're aggres¬ 
sively pursuing new product platforms. 

So you can see , health and wellness means 
opportunity for us . 

(2) Retail consolidation and the power 
of companies like Wal-Mart seems 
ever-growing. What does this mean 
for PepsiCo? 

We can only achieve long-term success if 
we help our business partners with their 
success. So when we work with retailers , 
franchise bottlers, joint-venture partners 
and suppliers , we try to ensure that our 
partnerships appropriately balance the 
interests of both parties . With our retail 
customers, we strive to provide products 
and services that contribute to growth 
in their sales , profit and cash flow. 

Based on our research, we are a signifi¬ 
cant source of sales, profit, and cash flow 
growth for our retail customers . Our 
1 6 billion-dollar brands create significant 
consumer pull for our retailers. This pull 
translates into pricing leverage for our 
retailers. In addition, our products are 
restocked often and frequently purchased 
on impulse. Add these factors together with 
our portfolio of choice for consumers and 
you can see why we have been, and 
continue to be, so important to the profit 
equation of our retail customers. 

I also believe that our powerful Direct- 
Store-Delivery (DSD) system offers a unique 
benefit We have almost daily contact with 
our retailers and consumers. We can quickly 
react to the marketplace and can tailor our 
marketing and merchandising . 


Our Customers 
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Our Chairman and CEO Perspective (continued) 


Certainly ■ the consolidation of retailers 
can increase financial risk . Here ; we believe 
that we are in a relatively good position . 

With our DSD system, we have better contro/ 
over /'nventory /eve/s. /n add/f/on, oar 30-day 
or less sales terms and the high turnover of 
our products limit our financial risk . 

(3) We've heard a lot from your soft drink 
competitor and its bottlers over the last 
six months — about better and greater 
sharing of the profits. Are PepsiCo and 
its bottlers aligned? 

Here again, our long-term success is 
dependent on the success of our business 
partners and this requires alignment with 
our bottlers . With our bottlers, we strive to 
conduct business in a way that allows 
both the bottlers and PepsiCo to earn a 
reasonable return . We cannot grow at the 
expense of our bottlers . 

(4) 2003 seemed to be jam-packed with 
innovation, from new products like 
Lay's Stax, Pepsi Vanilla, and Frito-Lay 
Natural line, to expanded distribution 
for Sierra Mist and Propel fitness water. 
How does 2004 product innovation 
measure up? 

I feel very confident that our 2004 innova¬ 
tion lineup can stand up to the success of 
2003 . We know that targeting our innova¬ 
tion to the changing consumer is key to our 
future success. Our 2004 innovation reflects 
a broad range of consumer choices, includ¬ 
ing those focused on health and wellness . 

It starts with new beverage products at 
Tropicana, including new Light 'n Healthy 
with 1/3 fewer calories and Healthy Heart, 
with vitamins , potassium and folate . Our 
fun-for-you innovation continues with 
the many products introduced late in 2003 
like Lay's Stax and Pepsi Vanilla. New snack 
innovation for 2004 also includes our low- 
carb Doritos and Tostitos offerings, Doritos 
Rollitos, a better-for-you Munchies kid mix, 
new multi-serve options and Frito-Lay 
Natural line-extensions . These are just some 
of the exciting new products for 2004. 


are not required by the terms of our 
bottling contracts. 

Sales to Wal-Mart Stores, Inc represent 
approximately 10% of our global net 
revenue. Retail consolidation has 
increased the importance of major 


Consumers are the people who 
eat and drink our products. 


customers and further consolidation is 
expected. Our top five retail customers 
currently represent approximately 26% 
of our 2003 North American gross 
revenue, with Wal-Mart representing 
approximately 12%. In addition, sales to 
The Pepsi Bottling Group (PBG) 
represent approximately 10% of our net 
revenue. See Note 8 to our consolidated 
financial statements for more informa¬ 
tion on our anchor bottlers. 


Our Related Party Bottlers 

We have ownership interests in certain of 
our bottlers. Our ownership is generally 
less than fifty percent and since we do 
not control these bottlers, we do not 
consolidate their results. We include our 
share of their net income based on our 
percentage of ownership in our income 
statement as bottling equity income. 

We have designated three related party 
bottlers, PBG, PepsiAmericas, Inc. (PAS) 
and Pepsi Bottling Ventures (PBV), as our 
anchor bottlers. Our anchor bottlers dis¬ 
tribute approximately 65% of our North 
American beverage volume and approxi¬ 
mately 20% of our international bever¬ 
age volume.These bottlers participate in 
the bottler funding programs described 
above. Approximately 12% of our total 
sales incentives for 2003 related to these 
bottlers. See Note 8 to our consolidated 
financial statements for additional 
information on these related parties 
and related party commitments 
and guarantees. 


Our Distribution Network 


Our products are brought to market 
through direct-store-delivery, broker- 
warehouse and food service and vending 
distribution networks.The distribution 
system used depends on customer 
needs, product characteristics, and 
local trade practices. 

Direct-Store-Delivery 

We and our bottlers operate direct-store- 
delivery systems that deliver snacks 
and beverages directly to retail stores 
where the products are merchandised 
by our employees or our bottlers. Direct- 
store-delivery enables us to merchandise 
with maximum visibility and appeal. 
Direct-store-delivery is especially well- 
suited to products that are restocked 
often and respond to in-store promotion 
and merchandising. 


Broker-Warehouse 

Some of our products are delivered 
from our warehouses to customer ware¬ 
houses and retail stores.These less costly 
systems generally work best for products 
that are less fragile and perishable, have 
lower turnover, and are less likely to be 
impulse purchases. 

Foodservice and Vending 

Our foodservice and vending sales force 
distributes snacks, foods and beverages 
to third-party foodservice and vending 
distributors and operators, and for 
certain beverages, distributes through 
our bottlers.This distribution system 
supplies our products to schools, 
businesses, stadiums, restaurants and 
similar locations. 
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Our Competition 


Our Chairman and CEO Perspective (continued) 


Our businesses operate in highly com¬ 
petitive markets. We compete against 
global, regional and private label manu¬ 
facturers on the basis of price, quality, 
product variety and effective distribu¬ 
tion. Success in this competitive environ¬ 
ment is primarily achieved through 

effective promotion of existing products 
and the introduction of new products. 

We believe that the strength of our 
brands, innovation and marketing, cou¬ 
pled with the quality of our products and 
flexibility of our distribution network, 
allow us to compete effectively. 

Other Relationships 

Certain members of our Board of 

Directors also serve on the boards of cer¬ 
tain vendors and customers.Those Board 
members do not participate in our ven¬ 
dor selection and negotiations nor in our 
customer negotiations. Our transactions 
with these vendors and customers are in 
the normal course of business and are 

consistent with terms negotiated with 
other vendors and customers. In addi¬ 
tion, certain of our employees serve on 
the boards of our anchor bottlers and 
other affiliated companies and do not 
receive incremental compensation for 
their Board services. 

Our Market Risks 


We are exposed to the risks arising from adverse changes in: 

* commodity prices, affecting the cost of our raw materials and fuel; 

* foreign exchange rates; 

•stock prices; and 

9 discount rates, affecting the measurement of our pension and 
retiree medical liabilities. 


In the normal course of business, we 
manage these risks through a variety 
of strategies, including the use of deriva¬ 
tives designated as cash flow and fair 
value hedges.The fair value of our 
hedges fluctuates based on market rates 
and prices.The sensitivity of our hedges 
to these market fluctuations is discussed 
below. See Note 10 to our consolidated 
financial statements for further discus¬ 
sion of these hedges and our hedging 
policies. See "Our Critical Accounting 
Policies"for a discussion of the exposure 
of our pension plan assets and pension 
and retiree medical liabilities to risks 
related to stock prices and discount rates. 

Inflationary, deflationary and reces¬ 
sionary conditions impacting these mar¬ 
ket risks also impact the demand for and 
pricing of our products. See "Cautionary 
Statements"for further discussion. 


Commodity Prices 

Our open commodity derivative contracts 
designated as hedges had a face value of 
$43 million at December 27,2003 and $70 
million at December 28,2002.These deriv¬ 
atives resulted in a net unrealized gain of 
$4 million at December 27,2003 and $6 
million at December 28,2002. We 
estimate that a 10% decline in commodity 
prices would have resulted in an unreal¬ 
ized toss of $1 million in 2003 and $2 
million in 2002. 

At the end of 2002, we made the 
strategic decision to switch from oil con¬ 
taining trans fats, such as hydrogenated 
soybean oil, to healthier corn oil for our 
salty snacks. As a result of our decision 
and that of others to follow, corn oil costs 
were more difficult to completely manage 
in 2003 with hedges or purchase commit¬ 
ments due to the limited availability of 
corn oil. We expect to be able to mitigate 
the risk of fluctuating corn oi! prices with 
hedges or purchase commitments in 2004. 


Keep in mind that growth is not simply 
the number of new products in one year 
versus another: We also get a lift from 
targeting certain distribution channels or 
consumers. Consider our Frito-Lay Natural 
line which is high margin and very 
incremental[ as it places our products in a 
completely new aisle for us and targets a 
different consumer. 

(5) Carbonated soft drink (CSD) 
growth has been slowing overall, 
and brand Pepsi has been declining . 

Are you concerned about this? 

We saw declines in brand Pepsi in 2003, but 
l think in part we are losing some cola vol¬ 
ume to our non-carbonated products, such 
as water, tea and isotonics, as well as diet As 
the leading liquid refreshment 
beverage company, this is a trade-off issue 
for us. Change in consumer choice has 
translated into explosive growth in water 
and isotonics, where we have leading 
brands . Aquafina and Catorade had double¬ 
digit volume growth in 2003 . On the carbon¬ 
ated soft drink front, we have seen very 
good diet CSD performance for both the 
industry and for Pepsi specifically. In 2003, 
Diet Pepsi had solid volume growth . This 
diet growth reflects a consumer focused on 
less calories. That being said, we also have 
tremendous focus on strengthening our 
namesake brand, and have committed 
significant resources in new advertising and 
promotions to support brand Pepsi in 2004 
and beyond , 

So you can see, we are addressing 
consumer desires with expanded product 
choices , and with committed resources 
to strengthen PepsTCola. 
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Foreign Exchange 

Financial statements of foreign subsidiaries 
are translated into U.S. dollars using period- 
end exchange rates for assets and liabilities 
and weighted-average exchange rates for 
revenue and expenses. Adjustments 
resulting from translating net assets are 
reported as a separate component of 
accumulated other comprehensive loss 
within shareholders'equity called currency 
translation adjustment 


Our operations outside of the United 
States generate about 35% of our net 
revenue of which Mexico, the United 
Kingdom and Canada comprise nearly 
20%. As a result we are exposed to 
foreign currency risks, including from 
unforeseen economic changes and 


political unrest. During 2003, the impact 
of the unfavorable Mexican peso was 
more than offset by the favorable euro, 
British pound and the Canadian dollar 
resulting in a contribution of nearly 1 per¬ 
centage point to revenue growth. For 
operating profit, this unfavorably was not 
offset and unfavorable foreign currency 
reduced operating profit growth by 1 per¬ 
centage point. If declines in the Mexican 
peso continue and are not offset, our 


future results will be adversely impacted. 

Exchange rate gains or losses related 
to foreign currency transactions are rec¬ 
ognized as transaction gains or losses in 
the income statement as incurred. We 
may enter into derivatives to manage 
our exposure to foreign currency 


transaction risk. Our foreign currency 
derivatives had a total face value of 
$484 million at December 27,2003 and 
$329 million at December 28,2002. 
These contracts had a net unrealized 
loss of $30 million at December 27, 

2003 and less than $1 million at 
December 28,2002. We estimate that 
an unfavorable 10% change in the 
exchange rates would have resulted in an 
unrealized loss of $50 million in 2003 
and $34 million in 2002. 

Stock Prices 

We manage the market risk related to 
our deferred compensation liability, 
which is indexed to certain market 
indices and our stock price, with mutual 
fund investments and prepaid forward 
contracts for the purchase of our stock. 
The combined gains or losses on these 
investments are offset by changes in our 
deferred compensation liability, which 
are included in corporate selling, general 
and administrative expenses. 


Translation adjustments — conversion of foreign subsidiary 
financial statements to U.S. dollars. 

Transaction gains and losses — result from exchange rate changes 
arising from specific transactions. 


Cautionary Statements 


We discuss expectations regarding our 
future performance, such as our business 
outlook, in our annual and quarterly 
reports, press releases, and other written 
and oral statements.These "forward- 
looking statements" are based on cur¬ 
rently available competitive, financial 
and economic data and our operating 
plans.They are inherently uncertain, and 
investors must recognize that events 
could turn out to be significantly differ¬ 
ent from our expectations.The following 
discussion of risks and uncertainties is by 
no means all inclusive but is designed to 
highlight what we believe are important 
factors to consider when evaluating our 
trends and future results. 

Product Demand and Retail 
Consolidation 

We are a consumer products company 
and rely on continued demand for our 
products.To generate revenues and prof¬ 
its, we must sell products that appeal to 
our customers and to consumers. Our 
continued success is dependent on our 
product innovation, effective sales incen¬ 


tives, advertising campaigns and market¬ 
ing programs, and our responses to 
consumer health concerns, including 
obesity, and changes in product category 
consumption. Seasonal weather condi¬ 
tions, particularly for sports drinks and 
hot cereals, can also impact demand. Our 
top five retail customers now represent 
approximately 26% of our North 
American gross revenue reflecting the 
continuing consolidation of the retail 
trade. In this environment, there contin¬ 
ues to be competitive product and 
pricing pressures, as well as challenges in 
maintaining profit margins. We 
must maintain mutually beneficial 
relationships with our key customers, 
including our retailers and anchor 
bottlers, to effectively compete. 

Cost Pressures 

Our costs are not fixed but fluctuate, 
particularly due to the availability of 
labor and raw materials.Therefore, 
our success is dependent in part on our 
continued ability to manage these costs 
through productivity initiatives, 


purchasing commitments and hedges. 
Ongoing productivity initiatives require 
the identification of meaningful cost 
saving opportunities or efficiencies and 
effective implementation. 

Global Economic Conditions 

Unforeseen economic changes and polit¬ 
ical unrest may result in business inter¬ 
ruption, foreign currency devaluation, 
inflation, deflation or decreased demand, 
particularly in Latin America, Europe and 
the Middle East. Economic conditions in 
North America could also adversely 
impact growth, particularly in 
convenience stores where our products 
are generally sold in higher margin 
single serve packages. 

Regulatory Environment 

Changes in laws, regulations and the 
related interpretations, including 
changes in food and drug laws, account¬ 
ing standards,taxation requirements, 
competition laws and environmental 
laws may alter the environment in which 
we do business and, therefore, impact 
our results or increase our liabilities. 


42 



Our Critical Accounting Policies 

An appreciation of our critical accounting policies is necessary to understand our 
financial results. These policies require management to make difficult and 
subjective judgments regarding uncertainties, and as a result, such estimates may 
significantly impact our financial results. The precision of these estimates and the 
likelihood of future changes depend on a number of underlying variables and a 
range of possible outcomes. Other than our accounting for stock compensation, 
our critical accounting policies do not involve the choice between alternative 
methods of accounting. We applied our critical accounting policies and estimation 
methods consistently in all periods presented and have discussed these policies 
with our Audit Committee. 


Our critical accounting 

policies arise in conjunction 

with the following: 

• revenue recognition, 

• brand and goodwill 
valuations, 

• income tax expense and 
accruals, 

• stock compensation 
expense, and 

• pension and retiree 
medical plans. 


Revenue Recognition 


Our products are sold for cash or on 
credit terms. Our credit terms, which are 
established in accordance with local and 
industry practices, typically require pay¬ 
ment within 30 days of delivery and may 
allow discounts for early payment. We 
recognize revenue upon delivery to our 
customers in accordance with written 
sales terms that do not allow for a right 
of return. However, our policy for direct- 
store-delivery and chilled products is to 

We recognize revenue upon 
delivery to our customers* 


remove and replace damaged and out- 
of-date products from store shelves to 
ensure that consumers receive the prod¬ 
uct quality and freshness they expect. 
Similarly, our policy for warehouse dis¬ 
tributed products is to replace damaged 


and out-of-date products. Based on our 
historical experience with this practice, 
we have reserved for anticipated 
damaged and out-of-date product. 

Our bottlers have a similar replacement 
policy and are responsible for the 
products they distribute. 

As discussed in "Our Customers," we 
offer sales incentives through various 
programs to customers and consumers. 
Sales incentives are accounted for as a 
reduction of sales and totaled $6.0 
billion in 2003, $5.5 billion in 2002 and 
$4.7 billion in 2001. A number of these 
programs, such as bottler funding and 
customer volume rebates, are based on 
annual targets, and accruals are estab¬ 
lished during the year for the expected 
payout.The accruals are based on our 
historical experience with similar 
programs.The terms of most of our 
incentive arrangements do not exceed a 
year. However, certain arrangements. 


including fountain pouring rights, may 
extend up to 15 years. Costs incurred to 
obtain these arrangements are recog¬ 
nized over the life of the contract as a 
reduction of sales, and the outstanding 
balance of $359 million at year-end 2003 
and $349 million at year-end 2002 is 
included in other assets in our 
Consolidated Balance Sheet. 

We estimate and reserve for our bad 
debt exposure from credit sales based 
on our experience. Our method of 
determining the reserves has been 
consistent during the years presented in 
the consolidated financial statements. 
Bad debt expense is classified within 
selling, general and administrative 
expenses in our Consolidated Statement 
of Income. 
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Brand and Goodwill Valuations 


Nearly 75% of our perpetual brands and goodwill relate to 
Tropicana and Walkers. 


We sell products under a number of 
brand names, many of which were devel¬ 
oped by us.The brand development 
costs are expensed as incurred. We also 
purchase brands and goodwill in acquisi¬ 
tions. Upon acquisition, the purchase 
price is first allocated to identifiable assets 
and liabilities, including brands, based on 
estimated fair value, with any remaining 
purchase price recorded as goodwill. 

We believe that a brand has an indefi¬ 
nite life if it has significant market share 
in a stable macroeconomic environment, 
and a history of strong revenue and cash 
flow performance that we expect to con¬ 
tinue for the foreseeable future. If these 
perpetual brand criteria are not met, 
brands are amortized over their expected 
useful lives, which generally range from 
five to twenty years. Determining the 
expected life of a brand requires consid¬ 
erable management judgment and is 
based on an evaluation of a number of 
factors, including the competitive envi¬ 
ronment, market share, brand history 
and the macroeconomic environment of 
the country in which the brand is sold. 


Goodwill and perpetual brands are 
not amortized. Perpetual brands and 
goodwill are assessed for impairment at 
least annually to ensure that estimated 
future cash flows continue to exceed the 
related book value. A perpetual brand is 
impaired if its book value exceeds its fair 
value. Goodwill is evaluated for impair¬ 
ment if the book value of its reporting 
unit exceeds its fair value. A reporting 
unit can be a division or business within 
a division. If the fair value of an evaluated 
asset is less than its book value, the asset 
is written down to fair value based on its 
discounted future cash flows. 

Amortizable brands are only evalu¬ 
ated for impairment upon a significant 
change in the operating or macroeco¬ 
nomic environment. If an evaluation of 
the undiscounted cash flows indicates 
impairment, the asset is written down to 
its estimated fair value, which is based 


on its discounted future cash flows. 

Considerable management judgment 
is necessary to evaluate the impact of 
operating and macroeconomic changes 
and to estimate future cash flows. 
Assumptions used in our impairment 
evaluations, such as forecasted growth 
rates and our cost of capital, are consis¬ 
tent with our internal projections and 
operating plans. 

We did not recognize any impairment 
charges for perpetual brands or goodwill 
during the years presented. As of 
December 27,2003, we had $4.7 billion 
of perpetual brands and goodwill, of 
which nearly 75% related to Tropicana 
and Walkers. In our most recent impair¬ 
ment evaluations for Tropicana and 
Walkers, no impairment charges would 
have resulted even if operating profit 
growth were assumed to be 5% lower. 


Income Tax Expense and Accruals 


In 2003, our annual tax rate was 28.5% 
compared to 32.3% in 2002 as discussed 
in "Other Consolidated Results." For 2004, 
our annual tax rate is expected to be 
29.5% reflecting the absence of a $109 

Our annual tax rate was 
28.5% in 2003. 


million benefit from the United States 
Internal Revenue Service (IRS) 
agreements discussed below, and lower 
taxes on foreign results, which includes 
the increasing benefit from our new con¬ 
centrate operations, and certain ongoing 
benefits resulting from agreements 
reached with the IRS. 

Our annual tax rate is based on our 
income, statutory tax rates and tax plan¬ 
ning opportunities available to us in the 
various jurisdictions in which we oper¬ 
ate. Significant judgment is required in 


determining our annual tax rate and in 
evaluating our tax positions. We establish 
reserves when, despite our belief that 
our tax return positions are fully 
supportable, we believe that certain 
positions a re likely to be challenged and 
that we may not succeed. We adjust 
these reserves, as well as the related 
interest in light of changing facts and 
circumstances, such as the progress of a 
tax audit. An estimated effective tax rate 
for a year is applied to our quarterly 
operating results. In the event there is a 
significant or unusual item recognized in 
our quarterly operating results, the tax 
attributable to that item is separately 
calculated and recorded at the same 
time as that item. We consider the tax 
benefits from the Quaker merger-related 
costs and the taxes related to divestitures 
of businesses to be such items. 

Tax law requires items to be included 
in the tax return at different times than 
the items are reflected in the financial 


statements. As a result,our annual tax 
rate reflected in our financial statements 
is different than that reported in our tax 
return (our cash tax rate). Some of these 
differences are permanent, such as 
expenses that are not deductible in our 
tax return,and some differences reverse 
over time, such as depreciation expense. 
These timing differences create deferred 
tax assets and liabilities. Deferred tax 
assets generally represent items that can 
be used as a tax deduction or credit in 

For 2004, our annual tax 
rate is expected to be 29.5%. 


our tax return in future years for which 
we have already recorded the tax benefit 
in our income statement. We establish 
valuation allowances for our deferred tax 
assets when we believe expected future 
taxable income is not likely to support the 
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use of a deduction or credit in that tax 
jurisdiction. Deferred tax liabilities gener¬ 
ally represent tax expense recognized in 
our financial statements for which 
payment has been deferred, or expense 
for which we have already taken a deduc¬ 
tion in our tax return but we have not yet 
recognized as expense in our financial 
statements. We have not recognized any 
United States tax expense on undistrib¬ 
uted international earnings since we 
intend to reinvest the earnings outside the 
United States for the foreseeable future. 
These undistributed earnings are approxi¬ 
mately $8.8 billion at December 27,2003 
and $7.5 billion at December 28,2002. 

A number of years may elapse before 
a particular matter, for which we have 


established a reserve, is audited and 
finally resolved.The number of years 
with open tax audits varies depending 
on the tax jurisdiction. At the end of 
2003, we entered into agreements with 
the IRS for open years through 1997. As 
part of these agreements, we also 
resolved the treatment of certain other 
issues related to future tax years.These 
agreements resulted in a tax benefit of 
$109 million in the fourth quarter of 
2003 and resolved issues that will lower 
our future tax rate. Our tax returns subse¬ 
quent to 1997 have not yet been exam¬ 
ined. While it is often difficult to predict 
the final outcome or the timing of reso¬ 
lution of any particular tax matter, we 
believe that our reserves reflect the most 


probable outcome of known tax contin¬ 
gencies. Settlement of any particular 
issue would usually require the use of 
cash. Favorable resolution would be 
recognized as a reduction to our annual 
tax rate in the year of resolution. Our tax 
reserves are presented in the balance 
sheet within other liabilities, except 
for amounts relating to items we expect 
to pay in the coming year which are 
classified as current income taxes 
payable. For more information on the 
impact of our tax agreements, see "Other 
Consolidated Results" and "Our Liquidity 
and Capital Resources." 


Stock Compensation Expense 


We believe that we will achieve our best 
results if our employees act and are 
rewarded as business owners.Therefore, 
we believe stock ownership and stock- 
based incentive awards are the best way 
to align the interests of employees with 
those of our shareholders. Historically, we 
have used stock options as our primary 
form of long-term incentive compensa¬ 
tion.These grants are made at the 
current stock price, meaning each 
employee's exercise price is equivalent to 
our stock price on the date of grant. 
Employees must generally provide three 
additional years of service to earn the 
grant; this is referred to as vesting. Our 
options generally have a ten-year term 
which means our employees would have 
seven years after the vesting date to 
elect to pay the exercise price to 
purchase one share of our stock for each 
option exercised. Employees benefit 
from stock options to the extent our 
stock price appreciates above the 
exercise price after vesting and during 
the term of the grant. 


At the end of 2003, our Board 
approved a new compensation program 
which strengthens the link between pay 
and individual performance by differing 
the amount of long-term compensation 
for each employee based on responsibil¬ 
ity and,for executive grants, based on 
individual performance. Our new 
program will provide our executives with 


We adopted the fair value 
method of accounting for 
stock options and restated 
prior year amounts. 

the choice of being granted stock 
options or restricted stock units (RSUs). 
RSUs do not require the executive to pay 
an exercise price to receive a share of our 
stock. Executives who elect RSUs will 
receive one RSU for every four stock 
options that would have otherwise been 
granted. In addition, the size of the 
annual executive grant will be reduced 


to provide for a long-term cash bonus to 
executives.Three years of service after 
the grant date will continue to be 
required to earn the stock 
compensation, as well as to earn the 
entire long-term cash bonus. As part of 
the new 2003 Long-Term Incentive Plan 
(LTIP) program, our broad-based 
SharePower program will be reduced by 
approximately 50% for employees in the 
U.S. and replaced with 401 (k) matching 
contributions of PepsiCo stock. For addi¬ 
tional information on the 401 (k) savings 
plans, see Note 7 to our consolidated 
financial statements. 

Fair Value Method of Accounting 

Historically, we accounted for our 
employee stock options using the intrin¬ 
sic value method.This method measures 
stock compensation expense as the 
amount by which the market price of the 
stock on the date of grant exceeds the 
exercise price. We did not recognize any 
stock compensation expense under this 
method because we granted our stock 
options at the current stock price. 
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At the end of 2003, we voluntarily 
adopted the fair value method of 
accounting for stock options. We selected 
the retroactive restatement method as 
described in SFAS 148, Accounting for 
Stock-Based Compensation — Transition 
and Disclosure, to adopt this accounting. 
Under this method, we have restated our 
results for the years presented to recog¬ 
nize stock compensation expense as if 
we had applied the fair value method to 
account for our unvested stock options. 
We recognize stock compensation 
expense from the date of grant to the 
vesting date. 


The restatement reduced our results as follows: 



2003 

2002 

2001 

Operating profit 

$407 

$435 

$385 

Net income 

$293 

$313 

$262 

Net income per common share — diluted 

$0.16 

$0.17 

$0.14 


The impact of the restatement has 
been recorded in corporate unallocated 
expenses in each of the years presented. 
Stock compensation expense was not 
included in division results as the divi¬ 
sions were not held responsible for this 
expense. Commencing in 2004, our divi¬ 
sions will be held accountable for stock 


compensation expense and will be allo¬ 
cated an incremental employee compen¬ 
sation cost. Prior year division results will 
then be adjusted for comparability.The 
expected allocation of compensation 
expense will be approximately 30% 

FLNA, 21% PBNA, 31% PI, 4% QFNA and 
14% PepsiCo Corporate. 


Our Assumptions 

Under the fair value method of accounting, we measure stock option expense at the 
date of grant using a Black-Scholes valuation model.This model estimates the 
expected value our employees will receive from the options based on a number of 
assumptions, such as interest rates, employee exercises, our stock price and dividend 
yield. Our weighted-average Black-Schofes fair value assumptions include: 



2004 

2003 

2002 

2001 

Expected life 

6 yrs. 

6 yrs. 

6 yrs. 

5 yrs. 

Riskfree interest rate 

3,4% 

3.1% 

4.4% 

4.8% 

Expected volatility 

26% 

27% 

27% 

29% 

Expected dividend yield 

1.15% 

1.15% 

1.14% 

0.98% 


The expected life is a significant 
assumption as it determines the period 
for which the risk free interest rate, 
volatility and dividend yield must be 
applied.The expected life is the average 
length of time we expect our employee 
groups will exercise their options. It is 
based on our historical experience with 
similar grants.The riskfree interest rate is 
based on the expected U.S.Treasury rate 
over the expected life. Volatility reflects 
movements in our stock price over the 
most recent historical period equivalent 
to the expected life. Dividend yield is 
estimated over the expected life 
based on our stated dividend policy 
and forecasts of net income, share 
repurchases and stock price. 


Sensitivity of Assumptions 

If we assumed a 100 basis point change in the following assumptions, our estimated 
2004 stock compensation expense would increase/(decrease) as follows: 


Riskfree interest rate 
Expected volatility 
Expected dividend yield 

If we assumed the expected life was 
one year longer, our estimated 2004 
stock compensation expense would 
increase by $6 million. If we assumed the 
expected life was one year shorter, our 
estimated 2004 stock compensation 
expense would decrease by $8 million. 


100 Basis 

100 Basis 

Point 

Point 

Increase 

Decrease 

$4 

$(4) 

$1 

$(1) 

$(6) 

$7 


Changing the assumed expected life 
changes all of the Black-Scholes 
valuation assumptions as the risk free 
interest rate, expected volatility and 
expected dividend yield are estimated 
over the expected life. 


2004 Estimated Expense 

Our 2004 stock compensation expense, 
including RSUs, is estimated to be 
approximately $360 million compared to 
$407 million in 2003.The reduction in 
our estimated 2004 expense is due 
to the changes in our new compensation 
plan. However, total executive compen¬ 
sation expense, including the new 
long-term cash bonus award, is not 
expected to significantly change in 2004. 
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Pension and Retiree Medical Plans 


• Pension plans cover full-time U.S.and certain 
international employees. 

• Our 2004 pension expense is estimated to be approximately 
$245 million. 

• Our 2004 retiree medical expense is estimated to be 
approximately $120 million. 


Our pension plans cover full-time 
employees in the United States and 
certain international employees. Benefits 
are determined based on either years of 
service or a combination of years of 
service and earnings. U.S. retirees are 
also eligible for medical and life insur¬ 
ance benefits (retiree medical) if they 
meet age and service requirements. 
Generally, our retiree medical costs are 
capped at a specified dollar amount, 
with retirees contributing the remainder, 
therefore, changes in assumptions 
will not materially affect retiree 
medical expense. 

Our Assumptions 

The pension or retiree medical benefits 
expected to be paid are expensed over 
the employees'expected service. We 
must make many assumptions to mea¬ 
sure our annual pension and retiree 
medical expense, including: 

° the interest rate used to determine 
the present value of liabilities 
(discount rate); 

• the expected return on assets in our 
funded plans; 

• the rate of salary increases for plans 
where benefits are based on earnings; 

• certain employee-related factors, 
such as turnover, retirement age and 
mortality; and 

8 for retiree medical benefits, health care 
cost trend rates. 

Our assumptions reflect our historical 
experience and management's best 


judgment regarding future expectations. 
The assumptions, assets and liabilities 
used to measure our annual pension and 
retiree medical expense are determined 
as of September 30 (measurement date). 
Since pension and retiree medical liabili¬ 
ties are measured on a discounted basis, 
the discount rate is a significant assump¬ 


tion. It is based on interest rates for high- 
quality, long-term corporate debt at each 
measurement date.The expected return 
on pension plan assets is based on our 
historical experience, our pension plan 
investment guidelines, and our expecta¬ 
tions for long-term rates of return. Our 
pension plan investment guidelines are 
established based upon an evaluation of 
market conditions, tolerance for risk and 
cash requirements for benefit payments. 
We updated the pension investment 
strategy for our U.S. plans during 2003, 
revising our investment allocation to a 
target of 60% equities (from a 65% tar¬ 
get), with the balance in fixed income 
securities. As a result, our estimated 


pension expense for 2004 incorporates a 
reduction in the expected weighted 
average rate of return on plan assets to 
7.8%, reflecting an estimated 9.3% return 
from equity securities and an estimated 
5.5% return from debt securities. As 
permitted by U.S. generally accepted 
accounting principles, plan assets used 
in determining the expected return 
component of annual pension expense 
reflect the difference between the actual 
and the expected return in any one year 
over five years.Therefore, it takes five 
years for the gain or loss from any one 
year to be fully included in the measure¬ 
ment of plan assets. 

Other gains and losses resulting from 


actual experience differing from our 
assumptions are also determined at each 
measurement date. If this net accumu¬ 
lated gain or loss exceeds 10% of the 
greater of plan assets or liabilities, a 
portion of the net gain or loss is included 
in expense for the following year.The 
cost or benefit of plan changes, such as 
increasing or decreasing benefits for 
prior employee service, is included in 
expense on a straight-line basis over the 
average remaining service period of the 
employees expected to receive benefits. 


• Our pension contributions for 2003 were $535 million of 
which $500 million was discretionary. 

• In 2004, we expect pension contributions to be approximately 
$450 million of which approximately $400 million is expected 
to be discretionary. 

• Our 2004 cash funding for retiree medical is estimated to be 
$75 million. 
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Weighted-average assumptions for pension and retiree medical expense: 



2004 

2003 

2002 

Pension 




Expense discount rate 

6.1% 

6.7% 

7.4% 

Expected rate of return on plan assets 

7.8% 

8.2% 

9.1% 

Expected rate of salary increases 

4.4% 

4.4% 

4.4% 

Retiree medical 




Expense discount rate 

6.1% 

6.7% 

7.5% 

Current health care cost trend rate 

12.0% 

10.0% 

7.5% 


Sensitivity of Assumptions 

A decrease in the discount rate or a 
decrease in the rate of return on assets 
would increase pension expense.The 
estimated impact of a 25 basis point 
change in the discount rate on 2004 
pension expense is a change of approxi¬ 
mately $27 million.The estimated impact 
on 2004 pension expense of a 25 basis 
point change in the expected rate of 
return on assets is a change of approxi¬ 
mately $12 million. See Note 7 to our 
consolidated financial statements 
regarding the sensitivity of our retiree 
medical cost assumptions. 

Future Expense 

Our 2004 pension expense is estimated 
to be approximately $245 million and 
retiree medical expense is estimated to 
be approximately $120 million.These 
estimates incorporate the 2004 assump¬ 
tions, as welt as the impact of the 
increased pension plan assets resulting 
from our discretionary contributions of 
$500 million in 2003 and the impact of 
the 2003 Medicare Act as discussed in 
Note 7 to our consolidated financial 
statements. An analysis of the estimated 
change in pension and retiree medical 
expense follows: 


Pension service costs and the impact 
of demographic changes are reflected in 
division results, while the impact of 
changes in discount and asset return 
rates, asset gains and losses, and the 
impact of funding are reflected in 
corporate unallocated. Under this 
policy, approximately $75 million of 
the increased expense in 2004 will be 
reflected in corporate unallocated expense. 

Based on our current assumptions, 
experience mirroring these assumptions 
and assuming we make annual discre¬ 
tionary contributions of approximately 
$400 million, we expect our pension 
expense to increase by approximately 
$15 million in 2005 and by another $15 
million in 2006. In 2007, our pension 
expense would begin to decrease, with 
the expense dropping to approximately 
$200 million by 2009 as the 
unrecognized losses are amortized. 

If our assumptions for retiree medical 
remain unchanged and our experience 
mirrors these assumptions, we expect 
our retiree medical expense beyond 
2004 to approximate $130 million. 


Future Funding 

We make contributions to trusts main¬ 
tained to provide plan benefits forcer- 
tain pension plans.These contributions 
are made in accordance with applicable 
tax regulations that provide for current 
tax deductions for our contributions, and 
taxation to the employee only upon 
receipt of plan benefits. Generally, we do 
not fund our pension plans when our 
contributions would not be currently 
deductible or when the employee would 
be taxed prior to receipt of benefit. 

Our pension contributions for 2003 
were $535 million of which $500 million 
was discretionary. In 2004, we expect 
contributions to be $450 million of 
which approximately $400 million is 
expected to be discretionary with the 
remainder satisfying minimum require¬ 
ments, including the pay-as-you-go 
requirements related to our unfunded 
plans. Our cash funding for retiree 
medical in 2004 is estimated to be $75 
million. Since our retiree medical plans 
are not subject to regulatory funding 
requirements, we fund on a pay-as- 
you-go basis. For estimated future 
benefit payments, including our pay-as- 
you-go payments as well as those from 
trusts, see Note 7 to our consolidated 
financial statements. 


Retiree 



Pension 

Medical 

2003 expense 

$ 157 

$116 

Decrease in discount rate 

54 

7 

Decrease in expected rate of return 

18 

- 

Increase in health care cost trend rate 

- 

13 

Increase in experience loss amortization 

54 

6 

Impact of funding 

(39) 

- 

Increase in prior service benefit amortization 

- 

(16) 

Other, including impact of 2003 Medicare Act 

1 

(6) 

2004 estimated expense 

$245 

$120 
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Our Financial Results 


Items Affecting Comparability 


The year-over-year comparisons of our financial results are affected by the 
following items: 

_ 2003 _ 2002 

Operating profit 


Impairment and restructuring charges 

$(147) 

- 

Merger-related costs 

$(59) 

$(224) 

Net income 

Impairment and restructuring charges 

$(100) 

- 

Merger-related costs 

$(42) 

$(190) 

Net tax benefit 

$109 

- 

Net income per common share — diluted 

Impairment and restructuring charges 

$(0.06) 

- 

Merger-related costs 

$(0.02) 

$(0.11) 

Net tax benefit 

$0.06 

- 


For the items and accounting changes 
affecting our 2001 results, see Note 1 to 
our consolidated financial statements 
and our 2002 Annual Report. 

Impairment and Restructuring 
Charges and Merger-Related Costs 

In the fourth quarter of 2003, we incurred 
a restructuring charge of $ 147 million in 
conjunction with the streamlining of our 
North American divisions and PepsiCo 
International. Also, during 2003 and 
2002, we incurred costs associated with 
our merger with The Quaker Oats 
Company (Quaker). For additional infor¬ 
mation, see Note 3 to our consolidated 
financial statements. 


Net Tax Benefit 

At the end of 2003, we entered into 
agreements with the IRS for open tax 
years through 1997. As part of these 
agreements, we also resolved the treat¬ 
ment of certain other issues related to 
future tax years. These agreements 
resulted in a tax benefit of $109 million. 
For additional information, see "Our 
Critical Accounting Policies" and "Our 
Liquidity and Capital Resources." 

Accounting Changes 

See "Our Critical Accounting Policies" on 
the adoption of fair value accounting for 
stock options.There are no recently 
issued accounting standards that we 
have not yet adopted that are expected 
to have a material impact on our consoli¬ 
dated financial statements. 


Our President and 
CFO Perspective 


The questions below reflect those 
commonly asked by our shareholders 
about financial issues and are 
followed by answers from our 
President and CFO, Indra Nooyi. 

(1) PepsiCo has strong cash flow and 
relatively little debt . Shouldn't PepsiCo 
increase its dividend? 

Our strong cash generation is one of our 
greatest strengths, tn 2003, PepsiCo gener¬ 
ated $4.3 billion in cash from operating 
activities. We invested $ 1.3 billion back into 
our businesses through capital spending , 
and returned $3.0 billion to our sharehold¬ 
ers through a combination of share repur¬ 
chases and dividend payments . Over the 
past three years , we've returned over $8.9 
billion to our shareholders through 
dividends and share repurchases. 

Our policy has been to return one-third 
of our prior year earnings to shareholders 
through dividend payments, and we are 
nearing completion of a $5 billion multi¬ 
year share repurchase program. As we do 
each spring , we will soon be meeting with 
our Board of Directors to discuss our capital 
structure , and this discussion will include 
consideration of our dividend rate and 
authorization for our share repurchase pro¬ 
gram . Any decisions regarding dividend 
rates and our share repurchase program will 
be communicated following the meeting. 

(2) Why are your pension costs 
increasing, and what are you doing to 
control them? 

Our pension cost increases have been 
largely influenced by a reduction in the 
interest rate used to calculate the current 
value of our pension obligations and by the 
relatively low market returns on the pension 
trust assets. Neither of these financial 
market conditions was unique to our plans. 
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Our President and CFO Perspective (continued) 


Results of Operations — Consolidated Review 


In the discussions of net revenue and operating profit below, effective net pricing 
reflects the year-over-year impact of discrete pricing actions, sales incentive activi¬ 
ties and mix resulting from selling varying products in different package sizes and 
in different countries. 

Servings 


interest rates areata 40-year low, and the 
pension trust asset returns from 2000 to 
2002 reflected the generally poor equity 
market performance in those years . We 
have adjusted our key pension expense 
assumptions to reflect the current market 
expectations of lower interest rates and 
lower investment returns, which contributed 
to the increase in our pension expense . 

Over the past two years, we have 
contributed approximately $ 13 billion to our 
pension plans to ensure the plans remain 
financially sound, I am pleased to say that, 
at the end of2003, our pension assets 
exceeded the liability for benefits earned to 
date for all our qualified pension plans . 


Since our divisions each use different 
measures of physical unit volume (i.e., 
kilos, pounds and case sales), a common 
servings metric is necessary to reflect our 
consolidated physical unit volume. Our 
divisions'physical volume measures are 
converted into servings based on U.S. 

Food and Drug Administration guidelines 
for single-serving sizes of our products. 

Net Revenue and Operating Profit 


Total servings increased 5% in 2003 
compared to 2002 as servings for snacks 
worldwide and beverages worldwide each 
grew 5%. PI, PBNA and FLNA contributed 
to the total servings growth.Total servings 
increased 4% in 2002 compared to 2001 
primarily due to contributions across our 
divisionsjed by beverage growth. 


(3) We have heard a lot from you about 
productivity/restructuring initiatives, 
such as Quaker merger synergies. 


combine resources. Items here include the 
procurement of goods and services on a 


Change 


Business Process Transformation and the 


2003 

2002 

2001 

2003 

2002 

reorganization of PBNA and PI. When 







will the savings get to the bottom line? 

Division net revenue 

$26,969 

$24,978 

$24,045 

8% 

4% 


Divested businesses 

2 

134 

173 



We have two kinds of productivity. The first 

SVE consolidation 

— 


(706) 



is productivity that results within an 
operating division from volume leverage 

Total net revenue 

$26,971 

$25,112 

$23,512 

7% 

7% 







and through implementing multiple ideas 

Division operating profit 

$5,813 

$5,308 

$4,774 

10% 

n% 

for cost savings in ail parts of the value 

Corporate unallocated 

(852) 

(812) 

(756) 

5% 

7% 

chain. Every year, our operating divisions 

Merger-related costs 

(59) 

(224) 

(356) 



use some of those savings to fund business 

Impairment and 






initiatives and offset cost inflation and 

restructuring charges 

(147) 

- 

(31) 



the rest of those savings flow to the bottom 

Divested businesses 

26 

23 

39 



line . This is what results in sustained 

Other reconciling items 

- 

- 

(34) 



margin improvements , 

Total operating profit 

$4,781 

$4,295 

$3,636 

11% 

18% 

The second kind of productivity results 

Division operating 






from efficiencies that span our divisions 

profit margin 

21.6% 

21.2% 

19.9% 

0.4 

1.3 

where savings are generated when we 

Total operating profit margin 17.7% 

17.1% 

15.5% 

0.6 

1.6 


combined basis and information technol¬ 
ogy platforms that can reduce back-office 
redundancies. The successful integration of 
Quaker delivered significant savings in these 
areas. Currently, I'm heading up our Business 
Process Transformation initiative that spans 
all divisions. With this initiative, we are dri¬ 


ving toward an enterprise-wide information 
technology system based on common 
business processes to lower costs and serve 
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2003 

Net revenue increased 7%. Division net 
revenue increased 8%, primarily due to 
the strong volume which contributed 4 
percentage points of growth. Favorable 
product and country mix, as well as 
North American snack and concentrate 
price increases, contributed over 
2 percentage points to the growth. 
Favorable foreign currency movements 
contributed nearly 1 percentage point to 
the net revenue growth. 

Total operating profit increased 11% 
and margin increased 0.6 percentage 
points. Division operating profit 
increased 10% and division margin 
increased 0.4 percentage points.These 
gains were driven by the strong volume 
and higher effective net pricing. Cost of 
sales increased 8% reflecting increased 
commodity costs, particularly corn oil 
and natural gas. Selling, general and 
administrative expenses increased 6% 
driven by higher selling costs primarily 
reflecting the increased volume and 
increased fuel costs. Unfavorable foreign 
currency reduced operating profit 
growth by nearly 1 percentage point. In 
addition, total operating profit reflects 
the benefit from lower merger-related 
costs,offset by the 2003 impairment and 
restructuring charges of $147 million. 

2002 

Net revenue increased 7%. Division net 
revenue increased 4% driven by volume 
gains across all divisions, higher concen¬ 
trate pricing and favorable mix.These 
gains were partially offset by increased 
promotional spending at PepsiCo 
Beverages North America and Frito-Lay 
North America, and net unfavorable 
foreign currency movement.The consoli¬ 
dation of SVE increased total net revenue 
growth by 3 percentage points, and net 
unfavorable foreign currency reduced 
the growth by 1 percentage point. 

Total operating profit increased 18% 
and margin increased 1.6 percentage 
points. Division operating profit 
increased 11% and margin increased 


1.3 percentage points.These gains were 
driven by the net revenue growth. In 
addition, total operating profit benefited 
from Quaker merger-related synergies of 
approximately $250 million, lower 
merger-related costs and productivity. 
Total operating profit growth improved 
6 percentage points from the impact of 
lower merger-related costs, the absence 
of other impairment and restructuring 
costs and the adoption of SFAS 142. 
Operating profit growth was not 
materially affected by foreign 
currency movements. 

Corporate Unallocated Expenses 

Corporate unallocated expenses include 
the costs of our corporate headquarters, 
centrally managed initiatives, 
unallocated insurance and benefit 
programs,foreign exchange transactions 
gains and losses and certain other items. 
In the fourth quarter, we voluntarily 
elected to expense stock options. As a 
result, corporate unallocated expenses 
also include stock compensation 
expense of $407 million in 2003, $435 
million in 2002 and $385 million in 2001. 

For 2003, corporate unallocated 
expenses increased 5% primarily reflect¬ 
ing our 2003 investment in the Business 
Process Transformation initiative as 
discussed in "Our President and CFO 
Perspective." Higher employee-related 
costs, including deferred compensation, 
and corporate departmental costs also 
contributed to the increase.The increase 
in the deferred compensation costs is 
partially offset in net interest expense as 
described below. Corporate departmen¬ 
tal expenses increased 5% reflecting 
staffing and other costs related to our 
health and wellness initiatives. 

For 2002, corporate unallocated 
expenses increased 7% due to higher 
employee-related expenses partially off¬ 
set by lower net foreign exchange trans¬ 
action losses.Corporate departmental 
expenses declined 2%. 


Our President and CFO Perspective (continued) 

our customers better: Our focus so far is 
North America and we are in the process of 
evaluating the enterprise-wide alternatives 
along with a timetable for implementation. 
This is a multi-year effort and savings from 
this initiative will help us sustain the margin 
improvement trend in our businesses, 

(4) Do you expect to make any 
acquisitions in the near future? 

We are constantly evaluating potential 
"tuck-in" acquisitions, which can be a brand, 
technology or distribution capability that 
leverages our existing infrastructure , and 
that can be easily integrated into our busi¬ 
ness,. A great example of a recent tuck-in 
acquisition is our purchase of the Wotsits 
brand in the UX 

However, we have very stringent financial 
and strategic criteria for making 
acquisitions, so we pursue only a small 
fraction of the potential acquisitions we 
evaluate, and we are not dependent on 
acquisitions to achieve our long-term 
financial and strategic objectives . 

(5) Today; corporate excesses and 
fraudulent financial reporting seem all 
too common place . What are you doing 
to make sure this could never happen 
at PepsiCo? 

We take the governance of your company 
very seriously. We were among the first to 
certify our financial statements under the 
new Sarbanes-Oxley rules because we 
wanted to demonstrate that we are 
absolutely committed to the highest 
standards of financial governance 
and integrity ; Our corporate governance 
includes the following: 

* A Code of Conduct since 1976 which 
applies and is distributed to all our 
employees. Our code mandates that we 
conduct our business with only the 
highest ethical standards. 
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Our President and CFO Perspective (continued) 

• Our Disclosure Committee which meets 
to review and discuss our financial 
statements and earnings releases to 
ensure that we are providing timely ; 
transparen t public disclosures. 

• Strong oversight by our Board of Directors 
which includes 11 outside Directors and 2 
inside Directors . Each Committee of our 
Board has a clear public charter and 
includes only outside directors. The Audit 
Committee of our Board includes 3 
financial experts , and reviews our 
financial statements, critical accounting 
policies, earnings releases and our 
internal controls. 

• An internal control environment which is 
regularly monitored by an extensive pro¬ 
gram of internal audits. Our General 
Auditor assesses business and control risks, 
develops ongoing programs to mitigate 
identified risks and regularly reports on 
progress. This risk control process is moni¬ 
tored by our Risk Committee and Audit 
Committee of our Board. 

• A culture which encourages integrity and 
open communication. We provide contin¬ 
uous training to reinforce our focus on 
integrity. Last year, I personally 
encouraged finance associates all around 
the world to call me directly to discuss any¬ 
thing that makes them uncomfortable and 
we have telephone "Speak Up"lines acces¬ 
sible from around the world to ensure 
open lines of communication. 


Other Consolidated Results 


2003 2002 2001 2003 2002 


Bottling equity income $323 

Interest expense, net $(112) 

Annual tax rate 28.5% 

Net income $3,568 

Net income per common 
share — diluted $2.05 


Bottling equity income includes our 
share of the net income or loss of our non- 
controlled bottling affiliates as described 
in "Our Customers." Our interest in these 
bottling investments may change from 
time to time. Any gains or losses from 
these changes,as well as other transac¬ 
tions related to our bottling investments, 
are also included on a pre-tax basis, 

2003 

Bottling equity income increased 16%. 
This increase primarily reflects a favor¬ 
able comparison to the impairment 
charge taken in 2002 on a Latin American 
bottling investment, and increased earn¬ 
ings from PBG and PAS in 2003. 

Net interest expense declined 21 % 
primarily due to a gain of $22 million on 
investments used to economically hedge 
a portion of our deferred compensation 
liability versus losses of $18 million in 
the prior year.The offsetting increase in 
deferred compensation costs is reported 
in corporate unallocated expenses 
within selling, general and administrative 
expenses,This net gain was partially off¬ 
set by lower investment rates. 

The annual tax rate decreased 3.8 per¬ 
centage points compared to the prior 
year. At the end of 2003, we entered 
into agreements with the IRS.These 
agreements resulted in a tax benefit of 
$109 million, reducing our tax rate by 
over 2 percentage points.The resolution 
of certain issues is also expected 
to lower our future tax rate. Lower taxes 
on foreign results, including the impact 
of our new concentrate operations, also 
reduced our tax rate by nearly 2 percent¬ 
age points.The impact of lower nonde¬ 
ductible merger-related costs contributed 
0.9 percentage points to the decrease. 

Net income increased 19% and the 
related net income per common share 
increased 22%.These increases primarily 
reflect the solid operating profit growth, 


$280 

$160 

16 

75 

$(142) 

$(152) 

( 21 ) 

(6) 

32.3% 

34.1% 



$3,000 

$2,400 

19 

25 

$1.68 

$1.33 

22 

27 


our lower annual tax rate and increased 
bottling equity income.The benefit of 
lower merger-related costs was largely off¬ 
set by the impairment and restructuring 
charges. Net income per common share 
also reflects the benefit of a reduction in 
average shares outstanding primarily as a 
result of share buyback activity. 

2002 

Bottling equity income increased 75%.This 
increase primarily reflects the adoption of 
SFAS 142, improved performance of our 
international bottling investments, and 
contributions from our North American 
anchor bottlers.The impact of impairment 
charges of $35 million relating to a Latin 
American bottling investment was more 
than offset by the settlement of issues 
upon the sale of our investment in Pepsi- 
Gemex,our Mexican bottling affiliate,and 
the absence of 2001 unusual items. 

Net interest expense declined 6% 
primarily due to lower average debt 
levels, partially offset by increased 
losses of $10 million on investments 
used to economically hedge a portion of 
our deferred compensation liability. 
Decreases in borrowing rates were offset 
by decreases in investment rates. 

The annual tax rate decreased 1.8 per¬ 
centage points compared to prior year. 
The adoption of SFAS 142 reduced the 
rate by 0.9 percentage points.The impact 
of nondeductible merger-related costs 
decreased from 2.5 percentage points in 
2001 to 1.0 percentage point in 2002. 

Net income increased 25% and the 
related net income per common share 
increased 27%.These increases primarily 
reflect the solid operating profit growth, 
lower merger-related costs and the 
adoption of SFAS 142. Net income per 
common share also reflects the benefit 
of a reduction in average shares 
outstanding primarily as a result of 
increased share buyback activity. 
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Results of Operations - Division Review 


The results and discussions below are based on how our Chief Executive Officer monitors the performance of our divisions . 
Prior year amounts exclude the results of divested businesses and 2001 reflects the adoption ofSFAS 142 and consolidation of 
SVE '. For additional information on these items and our divisions, see Note 1 to our consolidated financial statements . 

Frito-Lay North America 


% Change 

2003 2002 2001 2003 2002 

Net revenue $9,091 $8,565 $8,216 6 4 

Operating profit $2,366 $2,216 $2,056 7 8 


2003 

Net revenue growth of 6% reflects 
volume growth of 4% and positive 
effective net pricing* Pound volume grew 
primarily due to new products, double¬ 
digit growth in Cheetos, Munchies snack 
mix and Quaker Chewy Granola bars, and 
single-digit growth in branded dips and 
Doritos. Quaker Toastables, Lay's Stax 
and the Natural snack line led the new 
product growth.These gains were 
partially offset by double-digit declines 
in Rold Gold, Lay's Bistro, and Go Snacks. 
Collectively, the higher priced better-for- 
you products, with less fat, fewer calories 
or lower sodium, generated over 10% of 
the 2003 and 2002 volume. Modest pric¬ 
ing actions on certain salty snacks and 
favorable mix led the positive effective 


net pricing.These gains were partially 
offset by higher trade spending on 
product innovation. 

Operating profit growth of 7% reflects 
the volume growth and positive effective 
net pricing.These gains were partially 
offset by increased commodity costs, 
particularly corn oil and natural gas. 
Increased commodity costs reduced 
operating profit growth by 3 percentage 
points, more than offsetting 
the cost leverage generated from 
productivity initiatives, 

2002 

Net revenue growth of 4% reflects the 
increased volume of 4%. Pound volume 
grew primarily due to new products, 
strong growth in branded snack mix, 
single-digit growth in Cheetos cheese 


PepsiCo Beverages North America 


flavored snacks, Doritos tortilla chips, 
branded dips and Quaker Chewy Granola 
bars, and double-digit growth in Rold 
Gold pretzels. Go Snacks significantly 
contributed to the new product growth 
and Munchies drove the branded snack 
mix growth.These gains were partially 
offset by a single-digit decline in Ruffles 
potato chips. Approximately half of the 
net revenue growth came from new 
products. Increased promotional spend¬ 
ing more than offset favorable mix and 
other pricing. 

Operating profit growth of 8% reflects 
the increased volume, as well as reduced 
costs. Lower performance-based com¬ 
pensation and lower commodity prices 
for vegetable oils and natural gas 
contributed 4 percentage points of the 
operating profit growth. 


Volume grew 4% in 2003 
and 2002. 


% Change 

2003 2002 2001 2003 2002 


Net revenue $7,733 

Operating profit $1,775 

2003 

Net revenue increased 7% on volume 
growth of 3%.The volume growth 
reflects non-carbonated growth of 8% 
and carbonated beverage growth of 
1.5%. Double-digit growth in Gatorade, 
Aquafina and Propel drove the non- 
carbonated portfolio.Tropicana chilled 
products growth was low single-digit. 
The carbonated beverage performance 
reflects the national launch of Sierra Mist 
and high single-digit growth in diet car- 


$7,200 $6,888 7 5 

$1,577 $1,466 13 8 

bonated beverages, primarily Diet Pepsi. 
Declines in trademark Pepsi, excluding 
diet, partially offset this carbonated bev¬ 
erage growth. Higher effective net pric¬ 
ing contributed 4 percentage points to 
the net revenue growth.The higher 
effective net pricing reflects a favorable 
product mix shift to the higher priced 
non-carbonated beverages, and fountain 
and concentrate price increases, partially 
offset by increased promotional spend- 
ing.The price increases contributed 1 per¬ 


centage point to the net revenue growth. 

Operating profit increased 13 
percentage points reflecting the higher 
effective net pricing, volume gains and 
purchasing efficiencies.These gains were 
partially offset by increased advertising 
and marketing expenses.The higher 
effective net pricing contributed 8 per¬ 
centage points to the operating profit 
growth with product mix contributing 
6 percentage points. 

Volume grew 3% in 2003 with: 

• non-carbonated beverages 
growing 8%, and 

• carbonated beverages 
growing 1.5%. 
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2002 

Net revenue increased 5% on volume 
growth of 3%.The volume growth 
reflects non-carbonated growth of 10% 
and flat carbonated beverage 
performance. Double-digit growth in 
Gatorade and Aquafina,the national 
launch of Propel fitness water and the 
introduction of Upton Brisk Lemonade, 
drove the non-carbonated portfolio. 
Tropicana chilled products declined 
compared to prior year as a result of the 
loss of the single serve pure premium 
business at Burger King.The carbonated 
beverage performance reflects contin¬ 
ued growth in Pepsi Twist, Code Red and 


Sierra Mist, and the introduction of Pepsi 
Blue. Declines in base Pepsi and base 
Mountain Dew partially offset this 
carbonated beverage growth. Higher 
effective net pricing contributed 2 
percentage points to the net revenue 
growth.The higher effective net pricing 
reflects a favorable product mix shift to 
the higher priced non-carbonated bever¬ 
ages, and fountain and concentrate price 
increases, partially offset by increased 
promotional spending. 

Operating profit increased 8% reflect¬ 
ing the volume gains, higher concentrate 
pricing and favorable product mix.These 
gains were partially offset by increased 


PepsiCo International 


% Change 

2003 2002 2001 2003 2002 


Net revenue $8,678 

Operating profit $1,186 

2003 

International snacks volume grew 6%, 
comprised of 3% in our Latin America 
region, 10% in our Europe, Middle East 
and Africa region and 16% in our Asia 
region.These gains were driven by 
double-digit growth from Walkers in the 
United Kingdom, India,Turkey and 
Russia, and low single-digit growth at 
Sabritas in Mexico. Mid single-digit sweet 
growth was led by Gamesa in Mexico. 

Beverage volume grew 8%, comprised 
of 8% in our Latin America region, 6% in 
our Europe, Middle East and Africa 
region and 11 % in our Asia region. 
Broad-based increases were led by 
double-digit growth in the Middle East, 
China, Brazil, India, Russia and Thailand, 
and mid single-digit growth in Mexico. 
Volume gains in India driven by competi¬ 
tive pricing actions were offset by 


$7,749 $7,504 12 3 

$1,042 $863 14 21 

double-digit declines in Germany due to 
the new one-way bottle deposit require¬ 
ment imposed by the government. 

Net revenue grew 12% driven by 
higher volume across most markets. 
Acquisitions contributed nearly 2 per¬ 
centage points of growth and favorable 
foreign currency contributed 1 percent¬ 
age point as the favorable euro and 
British pound substantially offset the 
unfavorable Mexican peso.These gains 
were partially offset by the impact of the 
German one-way beverage deposits 
and competitive beverage pricing 
actions in India. 


promotional spending, costs associated 
with litigation, increased inventory costs 
and increased advertising and marketing 
expenses related to our new products. 

Volume increased 3% in 

2002 with: 

• non-carbonated beverages 
growing 10%, and 

* carbonated beverage 
performance flat. 


Operating profit grew 14% largely 
due to the drivers of net revenue 
growth. Acquisitions contributed almost 
2 percentage points of growth. 
Unfavorable foreign currency reduced 
operating profit by nearly 6 percentage 
points due to the impact of the peso on 
our Mexican snack businesses. In 
addition, operating profits were reduced 
by over 2 percentage points due to 
reserve actions taken on potentially 
unrecoverable beverage assets. 

International snack volume 
grew 6% in 2003 and 5% 
in 2002. 

International beverage 
volume grew 8% in 2003 and 
5% in 2002. 
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2002 

International snacks volume grew 5%, 
comprised of 5% in our Latin America 
region, 7% in our Europe, Middle East 
and Africa region and 6% in our Asia 
region, led by low single-digit salty 
growth and strong single-digit sweet 
growth. Single-digit growth at Walkers 
and Sabritas contributed over 70% of the 
salty volume growth. Strong single-digit 
growth at Gamesa contributed nearly 
80% of the sweet growth and the intro¬ 
duction of Chipita croissants in Russia 
contributed the remainder. 

Beverage volume grew 5%, comprised 
of 2% in our Latin America region, 5% in 
our Europe, Middle East and Africa region 


and 11 % in our Asia region. Broad-based 
increases were led by strong double¬ 
digit growth in China, India,Turkey and 
Russia.These advances were partially 
offset by declines in Argentina driven 
by macroeconomic conditions. 

Net revenue grew 3% driven by vol¬ 
ume and higher effective net pricing in 
Brazil and Argentina. Walkers and 
Gamesa together contributed over half 
of the net revenue growth. Unfavorable 
foreign currency reduced net revenue 
growth by 3 percentage points as 
unfavorable Latin American and 
Egyptian currencies more than offset 
the favorable euro and British pound. 

Operating profit grew 21 % driven by 


Quaker Foods North America 


% Change 

_2003 2002 2001 2003 2002 

Net revenue $1,467 $1,464 $1,437 - 2 

Operating profit $486 $473 $389 3 22 


2003 

Net revenue and volume were flat 
compared to prior year as the national 
launch of Breakfast Squares and 
Canadian Oatmeal to Go growth were 
offset by declines in Rice and Pasta Roni 
side dishes and in our hot cereal 
business. A favorable Canadian exchange 
rate, which contributed 1 percentage 
point to net revenue growth, and ready- 
to-eat price increases, were offset by 
unfavorable product mix and increased 
promotional spending related to the 
Breakfast Squares launch. 

Operating profit grew 3% compared 
to prior year. Lower advertising and mar¬ 
keting spending and favorable cost of 


sales comparisons each contributed 4 
percentage points to operating profit 
growth.These gains were partially offset 
by an unfavorable product mix, which 
reduced operating profit growth by 6 
percentage points.The unfavorable 
product mix reflects declines in higher 
margin products. 

Volume was flat in 2003. 
Volume grew 2% in 2002. 


volume growth, with Walkers and 
Gamesa together contributing nearly 
one-third of the growth.These gains 
were partially offset by the impact of 
unfavorable foreign currencies.The 
franchising of the Gatorade business in 
certain countries increased operating 
profit growth by 3 percentage points. 
Unfavorable foreign currency reduced 
operating profit growth by 2 percentage 
points as unfavorable Latin American 
and Egyptian currencies more than off¬ 
set the favorable euro and British pound. 


2002 

Net revenue and volume increased 2%. 
Hot cereals and ready-to-eat cereals each 
contributed 1 percentage point of vol¬ 
ume growth driven by new product 
introductions and product news. 

Operating profit increased 22% 
reflecting the increased volume. In addi¬ 
tion, the benefit of productivity, merger- 
related synergies and lower advertising 
and marketing expense, partially offset 
by higher oat prices, contributed more 
than 15 percentage points of the 
operating profit growth. 
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Our Liquidity and Capital Resources 


Our strong cash-generating capability and financial 
condition give us ready access to capital markets throughout 
the world. Our principal source of liquidity is operating 
cash flows, which are derived from net income. This 
cash-generating capability is one of our fundamental 
strengths and provides us with substantial financial 
flexibility in meeting operating, investing and financing 
needs. In addition, we have revolving credit facilities 
that are further discussed in Note 9 to our consolidated 
financial statements. 


2003 Cash Utilization 




Long-term 


debt 

$589 



Short-term 

investments 

$950 



Dividends 

$1,070 



C 3 pits 1 
spending 

SI 345 



Sha re 

repurchases 

$1,945 


Source of Cash Use of Cash 


Operating Activities 

!n 2003, our operations provided $4.3 
billion of cash reflecting our solid 
business results, net of pension plan 
contributions of $535 million of which 
$500 million was discretionary, and a 
$250 million tax payment related to our 
IRS agreements. In 2002, net cash 
provided by operating activities of 
$4.6 billion reflected our business 
results, pension plan contributions of 
$820 million of which $750 million 
was discretionary, and a net tax refund 
of approximately $250 million related 
to prior years.The year-over-year decline 
in cash flows from operations is primarily 
attributable to the higher net tax 
payments, partially offset by lower 
pension contributions in 2003. 

In the first half of 2004, we will make 
an additional tax payment of approxi¬ 
mately $750 million as a result of the IRS 
agreements. A portion of this payment 
represents deductible interest, which will 
lower our estimated tax payments dur¬ 
ing the second half of 2004 by a total of 
approximately $150 million. Due to the 
tax payment and the current market 
environment, we expect to issue 
medium-term debt of up to $500 million 
in the first half of 2004. We estimate 
our 2004 discretionary pension 
contributions will be approximately 
$400 million. 


Investing Activities 

In 2003, we used $2.3 billion for investing, 
primarily reflecting capital spending of 
$1.3 billion and short-term investments 
of $ 1.0 billion. In 2002, we used $0.5 
billion for investing, primarily reflecting 
capita! spending of $1.4 billion and the 
acquisition of the Wotsits brand in the 
United Kingdom, partially offset by short¬ 
term investment maturities and proceeds 
from the Pepsi-Gemex transaction. 

We expect capital spending to 
continue at a rate of approximately 5% 
to 5.5% of net revenue in 2004. 

Financing Activities 

In 2003, we used $2.9 billion for financing, 
primarily reflecting share repurchases at 
a cost of $1.9 billion and dividend pay¬ 
ments of $1.1 billion.This compares to 
$3.2 billion used for financing in 2002 
for share repurchases of $2.2 billion 
and dividend payments of $1.0 billion. 

In 2002, our Board of Directors autho¬ 
rized a share repurchase program of up 
to $5 billion over a three-year period. 
Since inception of the program, we have 
repurchased $4,1 billion of shares, leav¬ 
ing $0.9 billion of remaining authoriza¬ 
tion. Our current dividend policy is to 
pay approximately one-third of our 
previous year's net income in dividends. 


Each spring we review our capital 
structure with our Board.Our discussion 
covers our dividend policy and share 
repurchase activity. 

Management Operating Cash Flow 

We focus on management operating 
cash flow as a key element in achieving 
maximum shareholder value and it is the 
primary measure we use to monitor cash 
flow performance. However, it is not a 
measure provided by accounting princi¬ 
ples generally accepted in the United 
States. Since net capital spending is 
essential to our product innovation 


Management operating cash 
flow was $3.0 billion in 2003. 

Net cash provided by operat¬ 
ing activities was $4.3 billion 
in 2003. 


initiatives and maintaining our opera¬ 
tional capabilities, we believe that it is a 
recurring and necessary use of cash. As 
such, we believe investors should also 
consider net capital spending when eval- 
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2002 Cash Utilization 


2001 Cash Utilization 



Other, net $ 100 
Divestitures $376 

Stock option 
exercises $456 

Short-term 

investments 

$757 


Operating 

activities 

$4,627 


Source of Cash 


Long-term debt 
$342 

■ Acquisitions 
$351 

Dividends 

$1,041 

Capital 

spending 

$1,437 


Share 

repurchases 

$2,190 


Use of Cash 



Other, net $92 
Long-term debt 
$249 

Acquisitions 

$432 

Short-term 

investments 

$500 

Dividends 

$994 


Capital 

spending 

$1,324 


Share 

repurchases 

$1,731 


uating our cash from operating activities. 
The table below reconciles the net cash 
provided by operating activities as 
reflected In our Consolidated Statement 
of Cash Flows to our management 
operating cash flow. 


Management operating cash flow was 
used primarily to repurchase shares and 
pay dividends. We expect management 
operating cash flow in 2004 to grow by 
10% or more reflecting our underlying 
business growth. We currently expect to 
continue to return approximately all our 
management operating cash flows to 
our shareholders through dividends 
and share repurchases. However, see 
"Cautionary Statements"for certain 
factors that may impact our operating 
cash flows. 


Credit Ratings 

Our debt ratings of Aa3 from Moody's 
and A+ from Standard & Poor's 
contribute to our ability to access global 
capital markets. We have maintained 
healthy investment grade ratings for 

over a decade. 
Standard & 
Poor's rating 
reflects an 
upgrade from 
A to A+ dur¬ 
ing 2003 and 
Moody's rat¬ 
ing reflects an 
upgrade from 
A1 to Aa3 in 
2004 due to the strength of our balance 
sheet and cash flows. Each rating is con¬ 
sidered strong investment grade and is 
in the first quartile of their respective 
ranking systems.These ratings also 
reflect the impact of our anchor bottlers' 
cash flows and debt. 



2003 

2002 

2001 

Net cash provided by 
operating activities 

$4,328 

$4,627 

$3,820 

Capital spending 

(1,345) 

(1,437) 

(1,324) 

Sales of property, plant 
and equipment 

49 

89 


Management operating cash flow 

$3,032 

$3,279 

$2,496 


Credit Facilities and Long-Term 
Contractual Commitments 

See Note 9 to our consolidated financial 
statements for a description of our credit 
facilities and long-term contractual 
commitments. 

Off-Balance Sheet Arrangements 

It is not our business practice to enter 
into off-balance sheet arrangements nor 
is it our policy to issue guarantees to our 
bottlers, noncontrolled affiliates or third 
parties. However,certain guarantees 
were necessary to facilitate the separa¬ 
tion of our bottling and restaurant oper¬ 
ations from us. As of year-end 2003, we 
believe it is remote that these guaran¬ 
tees would require any cash payment. 
See Note 9 to our consolidated financial 
statements for a description of our off- 
balance sheet arrangements. 
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Consolidated Statement of Income 


PepsiCo, Inc. and Subsidiaries 

Fiscal years ended December 27,2003, December 28,2002 and December 29,2001 


(in millions except per share amounts) 


Net Revenue . . 

Cost of sales . 

Selling, general and administrative expenses 

Amortization of intangible assets. 

Merger-related costs. 

I m pa i rme nt and restructur i n q charges.. — 


2003 

2002 

2001 

$26,971 

$25,112 

$23,512 

12,379 

11,497 

10,750 

9,460 

8,958 

8,574 

145 

138 

165 

59 

224 

356 

147 

- 

31 


Operating Profit . 

Bottling equity income 

Interest expense. 

Interest income. 


4,781 

4,295 

3,636 

323 

280 

160 

(163) 

(178) 

(219) 

51 

36 

67 


Income Before Income Taxes 
Provision for Income Taxes . 


Net Income 


Net Income per Common Share 

Basic ... 

Diluted . 


See accompanying notes to consolidated financial statements. 


4,992 4,433 3,644 

1,424 1,433 1,244 


$ 3,568 $ 3,000 $ 2,400 


$2.07 

$2.05 


$1.71 

$ 1.68 


$1.36 

$1.33 


Net Revenue 


$26,971 



2001 2002 2003 



Operating Profit $4,701 



Net Income per Common Share, 

$2.05 



2001 2002 2003 
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Consolidated Statement of Cash Flows 


PepsiCo, Inc. and Subsidiaries 

Fiscal years ended December 27,2003, December 2B, 2002 and December 29,2001 


(in millions) 

2003 

2002 

2001 

Operating Activities 




Net income. 

$ 3,568 

$ 3,000 

$ 2,400 

Adjustments to reconcile net income to net cash provided by operating activities 




Depreciation and amortization . 

1,221 

1,112 

1,082 

Stock compensation expense. 

407 

435 

385 

Merger-related costs . 

59 

224 

356 

Impairment and restructuring charges. 

147 

- 

31 

Cash payments for merger-related costs and restructuring charges. 

(109) 

(123) 

(273) 

Pension plan contributions. 

(535) 

(820) 

(446) 

Bottling equity income, net of dividends. 

(276) 

(222) 

(103) 

Deferred income taxes . 

(323) 

174 

45 

Other noncash charges and credits, net. 

415 

263 

257 

Changes in operating working capital, excluding effects of acquisitions and dispositions 




Accounts and notes receivable . 

(220) 

(260) 

7 

Inventories. 

(49) 

(53) 

(75) 

Prepaid expenses and other current assets. 

23 

(78) 

(6) 

Accounts payable and other current liabilities. 

(11) 

426 

(236) 

Income taxes payable . 

182 

270 

389 

Net change in operating working capital.. 

(75) 

305 

79 

Other.. 

(171) 

279 

7 

Net Cash Provided by Operating Activities . 

4,328 

4,627 

3,820 


Investing Activities 

Capital spending. 

Sales of property, plant and equipment. 

Acquisitions and investments in noncontrolled affiliates 

Divestitures.*. 

Short-term investments, by original maturity 

More than three months — purchases. 

More than three months — maturities. 

Three months or less, net. 

Snack Ventures Europe consolida tion ... 


(1,345) 

(1,437) 

(1,324) 

49 

89 

- 

(71) 

(351) 

(432) 

46 

376 

- 

(981) 

(62) 

(2,537) 

6 

833 

2,078 

25 

(14) 

(41) 

- 

39 

- 


Net Cash Used for Investing Activities ... . 


. (2,271) 

(527) 

(2,256) 

Financing Activities 

Proceeds from issuances of long-term debt. 


. 52 

n 

324 

Payments of long-term debt. 

Short-term borrowings, by original maturity 


. (641) 

(353) 

(573) 

More than three months — proceeds. 


. 88 

707 

788 

More than three months — payments . 


. (115) 

(809) 

(483) 

Three months or less, net. 


. 40 

40 

(397) 

Cash dividends paid . 


. (1,070) 

0,041) 

(994) 

Share repurchases — common . 


. (1,929) 

(2,158) 

(1,716) 

Share repurchases — preferred. 


. (16) 

(32) 

(10) 

Quaker share repurchases. 


. 

- 

(5) 

Proceeds from reissuance of shares. 


. 

- 

524 

Proceeds from exercises of stock options . 


. 689 

456 

623 

Net Cash Used for Financing Activities . . 


. (2,902) 

(3,179) 

(1,919) 

Effect of exchange rate changes on cash and cash equivalents _ 


. 27 

34 

_ 

Net (Decrease)/lncrease in Cash and Cash Equivalents . 


. (818) 

955 

(355) 

Cash and Cash Equivalents, Beginning of Year . 


. 1,638 

683 

1,038 

Cash and Cash Equivalents, End of Year . 


. $ 820 

$ 1,638 

$ 683 


See accompanying notes to consolidated financial statements. 


















































































Consolidated Balance Sheet 


PepsiCo, Inc.and Subsidiaries 
December 27,200S and December 28,2002 


ASSETS 
Current Assets 

Cash and cash equivalents .... $ 820 $ 1,638 

jjhort-term investment s, at c ost. ...... *.. --- - 1,181_ _207 

2,001 1,845 

Accounts and notes receivable, net. 2,830 2,531 

Inventories ... 1,412 1,342 

P repai d expenses and other current assets. . 687 695 

Total Current Assets .... 6,930 6,413 

Property, Plant and Equipment, net . 7,828 7,390 

Amortizable Intangible Assets, net .. .,. 718 801 

Goodwill. 3,796 3,631 

Other nonam ortiza ble intangible assets . . 869 787 

Nonamortizable Intangible Assets ...... 4,665 4,418 

Investments in Noncontrolled Affiliates . 2,920 2,611 

Other Assets .........„.. 2,266 1,841 


Total Assets ......... $25,327 $23,474 


LIABILITIES AND SHAREHOLDERS' EQUITY 
Current Liabilities 

Short-term obligations.. ,... .. $ 591 $ 562 

Accounts payable and other current liabilities........ . .. 5,213 4,998 

Income taxes payable .... .. — — ... . 611 492 

Total Current Liabilities . ..... .*.. 6,415 6,052 


Long-Term Debt Obligations 

Other Liabilities . 

Deferred Income Taxes . 


1,702 

4,075 

1,261 


2,187 

4,226 

1,486 


Total Liabilities . .... 

Preferred Stock, no par value ....... 

Repurchased Preferred Stock . 

Common Shareholders' Equity 

Common stock, par value 1 2 /3C per share (issued 1,782 shares) 

Capital in excess of par value . 

Retained earnings.. 

Accumulated other comprehensive loss 


13,453 

13,951 

41 

41 

(63) 

(48) 

30 

30 

548 

207 

15,961 

13,489 

(1,267) 

(1,672) 


Less: repurchased common stock, at cost (77 and 60 shares, respectively) . 

15,272 

(3,376) 

12,054 
(2,524) 

Total Common Shareholders' Equity .. 

. 11,896 

9,530 

Total Liabilities and Shareholders' Equity . 

$25,327 

$23,474 


See accompanying notes to consolidated financial statements. 
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Consolidated Statement of (Common Shareholders’ Equity 


PepsiCo, Inc.and Subsidiaries 

Fiscal years ended December 27,2003, December 28,2002 and December 29,2001 


(in millions) 2003 _ 2002_2001 



Shares Amount 

Shares 

Amount 

Shares 

Amount 

Common Stock 






Balance, beginning of year. 

1,782 $ 30 

1,782 

$ 30 

2,029 

$ 34 

Stock option exercises . 

- 

- 

- 

9 

- 

Shares issued to effect merger . 

- - 

- 

- 

(256) 

(4) 

Balance, end of year . 

1,782 30 

1,782 

30 

1,782 

30 

Capital in Excess of Par Value 






Balance, beginning of year. 

207 


115 


375 

Stock compensation expense. 

407 


435 


385 

Stock option exercises . 

(66) 


(339) 


77 

Reissued shares . 



„ 


150 

Shares issued to effect merger . 



- 


(873) 

Other ..... 

- 


(4) 


1 

Balance, end of year . 

548 


207 


115 

Deferred Compensation 






Balance, beginning of year. 



- 


(21) 

Net activity. 



- 


21 

Balance, end of year . 



- 


- 

Retained Earnings 






Balance, beginning of year. 

13,489 


11,535 


16,510 

Net income (b >. 

3,568 


3,000 


2,400 

Shares issued to effect merger . 



- 


(6,366) 

Cash dividends declared — common. 

(1,082) 


(1,042) 


(1,005) 

Cash dividends declared — preferred . 

(3) 


(4) 


(4) 

Other .. 

(11) 


- 


- 

Balance, end of year . 

15,961 


13,489 


11,535 

Accumulated Other Comprehensive Loss 






Balance, beginning of year...... 

(1,672) 


0,646) 


(1,374) 

Currency translation adjustment ( b ) . 

410 


56 


(218) 

Cash flow hedges, net of tax (b ). 

(12) 


18 


(18) 

Minimum pension liability adjustment, net of tax ... 

7 


(99) 


(38) 

Other . 



(1) 


2 

Balance, end of year . 

(1,267) 


(1,672) 


(1,646) 

Repurchased Common Stock 






Balance, beginning of year. 

(60) (2,524) 

(26) 

(1,268) 

(280) 

(7,920) 

Share repurchases. 

(43) (1,946) 

(53) 

(2,192) 

(35) 

0,716) 

Stock option exercises . 

26 1,096 

19 

931 

20 

751 

Reissued shares .... 

.. 

- 

- 

13 

374 

Shares issued to effect merger . 

.. 

- 

- 

256 

7,243 

Other . 

(2) 

- 

5 

- 

- 

Balance, end of year .... 

(77) (3,376) 

(60) 

(2,524) 

(26) 

(1,268) 

Total Common Shareholders' Equity . 

$11,896 


$ 9,530 


$ 8,766 


(a) Includes total tax benefit of $340 million in 2003, $136 million in 2002 and $207 million in 2001. 

(b) Combined, these amounts represent total comprehensive income of $3,973 million in 2003, $2,974 million in 2002 and $2,128 million in 2001. 
See accompanying notes to consolidated financial statements. 
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Notes to Consolidated Financial Statements 


Note 1 — Basis of Presentation and Our Divisions 


Basis of Presentation 

Our financial statements include the consolidated accounts of 
PepsiCo, Inc. and the affiliates that we control. In addition, we 
include our share of the results of certain other affiliates based 
on our ownership interest. We do not control these other affili¬ 
ates, as our ownership in these other affiliates is generally less 
than fifty percent. Our share of the net income of noncontrolled 
bottling affiliates is reported in our income statement as bot¬ 
tling equity income. See Note 8 for additional information on 
our noncontrolled bottling affiliates. Our share of other non¬ 
controlled affiliates is included in division operating profit. 
Intercompany balances and transactions are eliminated. 

The preparation of our consolidated financial statements in 
conformity with generally accepted accounting principles 
requires us to make estimates and assumptions that affect 


reported amounts of assets, liabilities, revenues, expenses and 
disclosure of contingent assets and liabilities. Actual results 
could differ from these estimates. 

Impairment and restructuring charges and merger-related 
costs (described in Note 3), the net tax benefit (described in 
Note 5), the adoption of SFAS 142 (described in Note 4) and the 
consolidation of Snack Ventures Europe (SVE) affect the com¬ 
parability of our consolidated results. See "Our Divisions" below 
and for additional unaudited information on these items, see 
"Items Affecting Comparability" in Management's Discussion 
and Analysis. 

Tabular dollars are in millions,except per share amounts. All 
per share amounts reflect common per share amounts, assume 
dilution unless noted,and are based on unrounded amounts. 
Certain reclassifications were made to prior year amounts to 
conform to the 2003 presentation. 


Our Divisions 


We manufacture or use contract manufacturers, market and 
sell a variety of salty, sweet and grain-based snacks, carbonated 
and non-carbonated beverages, and foods through our North 
American and international business divisions. Our North 
American divisions include the United States and Canada.The 
accounting policies for the divisions are the same as those 
described in Note 2. 

Division results are based on how our Chairman and Chief 
Executive Officer manages our divisions. Beginning in 2003, we 
combined our North American beverage businesses as PepsiCo 


Beverages North America and our international snack, bever¬ 
age and food businesses as PepsiCo International to reflect 
operating management changes. Prior year results have been 
restated to reflect this change. In addition,division results 
exclude significant restructuring and impairment charges, 
merger-related costs and divested businesses and have been 
adjusted to reflect the adoption of SFAS 142 and consolidation 
of SVE. For additional unaudited information on our divisions, 
see "Our Operations" in Management's Discussion and Ana lysis. 
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2003 

2002 

2001 

2003 

2002 

2001 



Net Revenue 



Operating Profit 


FLNA 

$ 9,091 

$ 8,565 

$ 8,216 

$2,366 

$2,216 

$2,056 

PBNA 

7,733 

7,200 

6,888 

1,775 

1,577 

1,466 

PI 

8,678 

7,749 

7,504 

1,186 

1,042 

863 

QFNA 

1,467 

1,464 

1,437 

486 

473 

389 

Total division 

26,969 

24,978 

24,045 

5,813 

5,308 

4,774 

Divested businesses 

2 

134 

173 

26 

23 

39 

Corporate 

- 

- 

- 

(852) 

(812) 

(756) 


26,971 

25,112 

24,218 

4,987 

4,519 

4,057 

Impairment and restructuring charges 

- 

- 

- 

(147) 

- 

(31) 

Merger-related costs 

- 

- 

- 

(59) 

(224) 

(356) 

Other 

- 

- 

- 

- 

- 

2 

SVE consolidation 

- 

- 

(706) 

- 

- 

03) 

SFAS 142 adoption 

- 

~ 

- 

- 

- 

(23) 

Total 

$26,971 

$25,112 

$23,512 

$4,781 

$4,295 

$3,636 



Division Net Revenue 
Contribution 



Division Operating Profit 
Contribution 


Divested Businesses — During 2003, we sold our Quaker 
Foods North America Mission pasta business. As a result.net 
revenue of $27 million in 2002 and $29 million in 2001 and 
operating profit of $8 million in 2002 and $10 million in 2001 
have been reclassified to divested businesses. During 2002, we 
sold our Quaker Foods North America bagged cereal business 
and our PepsiCo International food businesses in Colombia 
and Venezuela. 

Corporate — Corporate includes costs of our corporate head¬ 
quarters, centrally managed initiatives, unallocated insurance 
and benefit programs,foreign exchange transaction gains and 
losses and certain other charges. We voluntarily elected to 
expense stock options and, as a result, corporate unallocated 
expenses also reflect stock compensation expense for all 
years presented. See Note 6, and for additional unaudited 
information, see "Our Critical Accounting Policies" in 
Management's Discussion and Analysis. 


Impairment and Restructuring Charges and Merger- 
Related Costs — See Note 3. 

The following items are necessary to reconcile division results 
to consolidated results since, as noted above, division results 
are presented as managed. 

SVE Consolidation — As a result of changes in the operations 
of our European snack joint venture (SVE), we determined that 
effective in 2002, consolidation was required. 

SFAS 142 Adoption — In 2002, we adopted SFAS 142, Goodwill 
and Other Intangible Asset$,wh\c\n eliminated amortization of 
goodwill and perpetual brands, and resulted in an acceleration 
of the amortization of certain of our other intangibles. See 
Note 4 for additional information, and the after-tax impact. 
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Other Division Information 


Total Assets 



Capital Spending 



Net Revenue 



Long-Lived Assets 


Canada 

3% 




2003 

2002 

2001 

2003 

2002 

2001 


Total Assets 

Capital Spending 

FLNA 

$ 5,332 

$ 5,099 

$ 4,623 

$ 426 

$ 523 

$ 514 

PBNA 

5,856 

5,691 

5,403 

332 

367 

359 

PI (a) 

8,109 

7,275 

6,359 

521 

473 

385 

QFNA 

995 

1,001 

878 

32 

50 

55 

Total division 

20,292 

19,066 

17,263 

1,311 

1,413 

1,313 

Divested businesses 

- 

- 

58 

- 

1 

3 

Corporate < b) (c) 

2,384 

2,072 

1,927 

34 

23 

8 

investments in 
bottling affiliates 

2,651 

2,336 

2,447 

_ 

_ 

_ 


$25,327 

523,474 

$21,695 

$1,345 

$1,437 

$1,324 



2003 

2002 

2001 

2003 

2002 

2001 


Amortization of 
Intangible Assets 

Depreciation and 
Other Amortization 

FLNA 

$ 3 

$ 3 

$ 7 

$ 416 

$399 

$377 

PBNA 

75 

70 

69 

245 

206 

193 

Pi 

66 

64 

68 

350 

300 

310 

QFNA 

1 

1 

1 

36 

37 

41 

Total division 

145 

138 

145 

1,047 

942 

921 

Divested businesses 

- 

- 

- 

- 

3 

4 

Corporate 

- 

- 

- 

29 

29 

18 

5VE consolidation 

- 

- 

(3) 

- 

- 

(26) 

SFAS 142 adoption 

- 

- 

23 

■- 

- 

- 


$145 

$138 

$165 

$1,076 

$974 

$917 



2003 

2002 

2001 

2003 2002 

2001 


Net Revenue 

Long-Lived Assets*'* 

United States 

$17,377 

$16,588 

$15,976 

$ 9,907 $ 9,767 

$ 9,439 

Mexico 

2,642 

2,686 

2,609 

869 764 

1,065 

United Kingdom 

1,510 

1,106 

954 

1,724 1,529 

1,104 

Canada 

1,147 

967 

896 

508 410 

375 

Ail other countries 

4,295 

3,765 

3,077 

3,123 2,750 

2,605 


$26,971 

$25,112 

$23,512 

$16,131 $15,220 

$14,588 


(a) PepsiCo International assets include investments in noncontrolled affiliates, principally 
Productos SAS,of $153 million in 2003, $145 million in 2002 and $155 million in 2001. 

(b) Corporate assets consist principally of cash and cash equivalents, short-term 
investments primarily held outside the United States and property, plant and 
equipment. 

(c) Long-lived assets represent net property, plant and equipment, nonamortizable and net 
amortizable intangible assets and investments in noncontrolled affiliates. 


Mexico 



























Note 2 — Our Significant Accounting Policies 


Revenue Recognition 

We recognize revenue upon delivery to our customers in accor¬ 
dance with written sales terms that do not allow for a right of 
return. However, our policy for direct-store-delivery and chilled 
products is to remove and replace out-of-date products from 
store shelves to ensure that our consumers receive the product 
quality and freshness that they expect. Similarly, our policy for 
warehouse distributed products is to replace damaged and 
out-of-date products* Based on our historical experience with 
this practice, we have reserved for anticipated damaged and 
out-of-date product. For additional unaudited information on 
our revenue recognition and related policies, including our 
policy on bad debt, see "Our Critical Accounting Policies" in 
Management's Discussion and Analysis. We are exposed to con¬ 
centration of credit risk by our customers, PBG and Wal-Mart, as 
each represents approximately 10% of our net revenue. We 
have not experienced credit issues with these customers. 

Sales Incentives and Other Marketplace Spending 

We offer sales incentives through various programs to our 
customers and consumers. Sales incentives are accounted for 
as a reduction to revenue and totaled $6.0 billion in 2003, $5.5 
billion in 2002 and $4.7 billion in 2001. Most of these incentive 
arrangements have terms of no more than one year. However, 
we have arrangements, such as fountain pouring rights, which 
may extend up to 15 years. Costs incurred to obtain these 
arrangements are expensed over the contract period and the 
remaining balance of $359 million at December 27,2003 and 
$349 million at December 28,2002 is included in other assets 
in our Consolidated Balance Sheet. For additional unaudited 
information on our sales incentives, see "Our Critical 
Accounting Policies" in Management's Discussion and Analysis. 

Other marketplace spending includes the costs of advertis¬ 
ing and other marketing activities and is reported as selling, 
general and administrative expenses. Advertising expenses 
were $1.6 billion in 2003, $1.5 billion in 2002 and $1.7 billion in 
2001. Deferred advertising costs are not expensed until the 
year first used and consist of: 

" media and personal service prepayments, 
promotional materials in inventory, and 
production costs of future media advertising. 

Deferred advertising costs of $ 137 million at year-end 2003 
and $147 million at year-end 2002 are classified as prepaid 
expenses in the Consolidated Balance Sheet. 

Distribution Costs 

Distribution costs, including the costs of shipping and handling 
activities, are reported as selling, general and administrative 
expenses for direct-store-delivery distribution systems. For our 
other distribution systems, these costs are reported in cost of 
sales. Shipping and handling expenses classified as selling, 
general and administrative expenses were $3.0 billion in 2003, 
$2.8 billion in 2002 and $2.6 billion in 2001. 


Cash Equivalents 

Cash equivalents are investments with original maturities of 
three months or less. 

Commitments and Contingencies 

We are subject to various claims and contingencies related to 
lawsuits, taxes and environmental matters, as well as commit¬ 
ments under contractual and other commercial obligations. We 
recognize liabilities for contingencies and commitments when 
a loss is probable and estimable. For additional information on 
our commitments, see Note 9. 

Other Significant Accounting Policies 

Our other significant accounting policies are disclosed as follows: 

* Property , Plant and Equipment and Intangible Assets — Note 
4 and, for additional unaudited information on brands and 
goodwill, see "Our Critical Accounting Policies" in 
Management's Discussion and Analysis. 

* Income Taxes — Note 5 and, for additional unaudited 
information, see "Our Critical Accounting Policies" in 
Management's Discussion and Analysis. 

* Stock Compensation Expense — Note 6 and, for additional 
unaudited information, see "Our Critical Accounting 
Policies" in Management's Discussion and Analysis. 

* Pension , Retiree Medical and Savings Plans — Note 7 
and, for additional unaudited information, see "Our 
Critical Accounting Policies"in Management's Discussion 
and Analysis. 

* Risk Management — Note 10 and, for additional unaudited 
information, see "Our Market Risks" in Management's 
Discussion and Analysis. 

Recent Accounting Changes 

As further discussed in Note 6, we voluntarily adopted the fair 
value method of accounting for stock options at the end of 
2003. We selected the retroactive method as described in SFAS 
148, Accounting for Stock-Based Compensation — Transition ond 
Disclosure, to adopt this accounting and restated our results. 

The Financial Accounting Standards Board issued 
Interpretation No. 46 (FIN 46), Conso//daf/on of Variable Interest 
Ent/t/es. This interpretation requires consolidation of existing 
noncontrolled affiliates if the affiliate is unable to finance its 
operations without investor support, or where the other 
investors do not have exposure to the significant risks and 
rewards of ownership. We do not expect our significant non¬ 
controlled affiliates to require consolidation under FIN 46.The 
Emerging Issues Task Force (EITF) issued E1TF 01-8, Determining 
Whether an Arrangement Contains a Lease. EITF 01 -8 did not 
have a significant impact on our financial statements. 
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Note 3 — Impairment and Restructuring Charges and Merger-Related Costs 


Impairment and Restructuring Charges 

In the fourth quarter of 2003, we incurred a charge of $147 
million ($100 million after-tax or $0.06 per share) in conjunc¬ 
tion with actions taken to streamline our North American 
divisions and PepsiCo International.These actions are intended 
to increase focus and eliminate redundancies at PBNA and PI, 
and improve the efficiency of the supply chain at FLNA. Of 
this charge, $81 million related to impairment, reflecting $57 
million for the closure of a snack plant in Kentucky, the 
retirement of snack manufacturing lines in Maryland and 
Arkansas and $24 million for the closure of a PBNA office 
building in Florida.The remaining $66 million includes 
employee-related costs of $54 million and facility and other 


exit costs of $12 million. Employee-related costs primarily 
reflect the termination costs for approximately 850 sales, distri¬ 
bution, manufacturing, research and marketing employees. As 
of December 27,2003, approximately 140 terminations have 
occurred.The majority of the remaining terminations are 
expected to occur in the first quarter of 2004.Through 
December 27,2003, we have paid $9 million leaving a remain¬ 
ing accrual of $57 million.This accrual is included in other 
current liabilities. 

In 2001, we incurred other impairment and restructuring 
costs for Quaker's supply chain reconfiguration and manufac¬ 
turing and distribution optimization project initiated in 1999. 


Merger-Related Costs 

On August 2,2001, we completed our mergerwith Quaker and 
accounted for it as a pooling-of-interests. We recognized the 
following costs associated with our merger with Quaker: 



2003 

2002 

2001 

Transaction costs 

$ - 

$ - 

$117 

Integration and 
restructuring costs 

59 

224 

239 

Total merger-related costs 

$59 

$224 

$356 

After-tax 

$42 

$190 

$322 

Per share 

$ 0.02 

$0.11 

$0.18 


Transaction costs were incurred to complete the merger. 
Integration and restructuring costs represent incremental 
one-time merger-related costs. Such costs include consulting 
fees and expenses, employee-related costs, information system 
integration costs, asset impairments and other costs 
related to the integration of Quaker. Employee-related costs 
include retirement and other benefits, severance costs 
and expenses related to change-in-control provisions of 
pre-merger employment contracts. 


Merger-related integration and restructuring reserves are as follows: 



Integration 

Employee 

Related 

Asset 

Impairment 

Facility and 
Other Exit 

Total 

Reserves, December 29,2001 

$22 

$51 

$ - 

$ 4 

$77 

2002 costs 

90 

53 

56 

25 

224 

Cash payments 

(62) 

(43) 

- 

(13) 

(118) 

Reclassification to retiree medical/postemployment liabilities 

(7) 

(9) 

- 

- 

(16) 

Other noncash utilization 

- 

(4) 

(56) 

(10) 

(70) 

Reserves, December 28,2002 

43 

48 

- 

6 

97 

2003 costs 

46 

10 

- 

3 

59 

Cash payments 

(63) 

(33) 

- 

(4) 

(100) 

Reclassification to retiree medical/postemployment liabilities 

- 

(3) 

- 

- 

(3) 

Other noncash utilization 

4 

- 

- 

(2) 

2 

Reserves, December 27,2003 

$30 

$22 

$ - 

$ 3 

$55 


The remaining integration and severance accruals at December 27,2003 are included within other current liabilities in the 
Consolidated Balance Sheet. 
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Note 4 — Property, Plant and Equipment and Intangible Assets 


Useful Life 

2003 

2002 

2001 

Property, plant and equipment, net 

Land and improvements 

Buildings and improvements 20 - 40 yrs. 

Machinery and equipment, 
including fleet 5-15 

Construction in progress 

$ 557 

3,449 

10,170 

579 

$ 504 
3,119 

9,005 

767 


Accumulated depreciation 

14,755 

(6,927) 

13,395 

(6,005) 



$ 7,828 

$ 7,390 


Depreciation expense 

$1,020 

$929 

$843 

Amortizable intangible assets, net 

Brands 5-40 

Other identifiable intangibles 3-15 

$ 985 
212 

$ 938 

203 


Accumulated amortization 

1,197 

(479) 

1,141 

(340) 



$ 718 

$ 801 


Amortization expense 

$145 

$138 

$165 


Depreciation and amortization are rec- 
ognized on a straight-line basis over an 
asset's estimated useful life. Land is not 
depreciated and construction in 
progress is not depreciated until ready 
for service. Amortization for each of the 
next five years, based on existing intan¬ 
gible assets and 2003 foreign exchange 
rates, is expected to be $147 million in 
2004, $139 million in 2005, $138 million 
in 2006, and $22 million in 2007 
and thereafter. 

Depreciable and amortizable assets 
are only evaluated for impairment upon 
a significant change in the operating or 
macroeconomic environment. In these 
circumstances, if an evaluation of the 
undiscounted cash flows indicates 
impairment, the asset is written down to 
its estimated fair value, which is gener¬ 
ally based on discounted future cash 
flows. Useful lives are periodically evalu¬ 
ated to determine whether events or 


circumstances have occurred which indicate the need for revision. No impairment charges resulted from the adoption of SFAS 
^44 l Accounting for the Impairment or Disposal of Long-Lived Assets \n 2002. For additional unaudited information on our 
amortizable brand policies, see "Our Critical Accounting Policies" in Management's Discussion and Analysis. 


Nonamortizable Intangible Assets 

Perpetual brands and goodwill are 
assessed for impairment at least annually 
to ensure that future cash flows continue 
to exceed the related book value. A per¬ 
petual brand is impaired if its book value 
exceeds its fair value. Goodwill is evalu¬ 
ated for impairment if the book value of 
its reporting unit exceeds its fair value. 

A reporting unit can be a division or 
business within a division. If the fair value 
of an evaluated asset is less than its book 
value, the asset is written down based on 
its discounted future cash flows to fair 
value. No impairment charges resulted 
from the required impairment 
evaluations.The change in the book 
value of nonamortizable intangible 
assets during 2003 is as shown. 


Balance, Balance, 

Beginning Translation End of 



of Year 

Acquisitions and Other 

Year 

Frito-Lay North America 

Goodwill 

$ 109 

$ - 

$ 21 

$ 130 

PepsiCo Beverages North America 

Goodwill 

2,149 


8 

2,157 

Brands 

59 

- 

- 

59 


2,208 

- 

8 

2,216 

PepsiCo International 

Goodwill 

1,186 

24 

124 

1,334 

Brands 

720 

- 

88 

808 


1,906 

24 

212 

2,142 

Quaker Foods North America 

Goodwill* 3 ) 

187 


(12) 

175 

Corporate 

Pension Intangible 

8 


(6) 

2 

Total goodwill 

3,631 

24 

141 

3,796 

Total brands 

779 

- 

88 

867 

Total pension intangible 

8 

- 

(6) 

2 


$4,418 

$24 

$223 

$4,665 


(a) Activity reflects the sale of our Mission pasta business. 
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We adopted SFAS 142, Goodwill and Other 
Intangible Assets , in 2002. Prior to the adop¬ 
tion of SFAS 142, our nonamortizable intangi¬ 
ble assets had useful lives ranging from 20 to 
40 years.The following table provides pro 
forma disclosure for 2001 of the elimination 
of goodwill and perpetual brands amortiza¬ 
tion and the acceleration of certain other 
amortization as if SFAS 142 had been 


Earnings per 

common share 
Net - 



Income 

Basic 

Diluted 

Reported 

$2,400 

$ 1.36 

$ 1.33 

Cease goodwill amortization 

112 

0.06 

0.06 

Adjust brands amortization 

(67) 

(0.03) 

(0.03) 

Cease equity investee goodwill amortization 

57 

0.03 

0.03 

Adjusted 

$2,502 

$ 1.42 

$ 1.39 


adopted in 2001: 


For additional unaudited information on our goodwill and nonamortizable 
brand policies, see "Our Critical Accounting Policies" in Management's 
Discussion and Analysis. 


Note 5 — Income Faxes 


2003 

2002 

2001 

income before income taxes 




U.S. 

$3,267 

$3,178 

$2,580 

Foreiqn 

1,725 

1,255 

1,064 


$4,992 

$4,433 

$3,644 

Provision for income taxes 




Current: U.S. Federal 

$1,326 

$ 948 

$ 921 

Foreign 

341 

256 

226 

State 

80 

55 

53 


1,747 

1,259 

1,200 

Deferred: U.S. Federal 

(274) 

146 

46 

Foreign 

(47) 

11 

(8) 

State 

(2) 

17 

6 


(323) 

174 

44 


$1,424 

$1,433 

$1,244 

Tax rate reconciliation 




U.S. Federal statutory tax rate 

35.0% 

35.0% 

35.0% 

State income tax, net of U.S. Federal tax benefit 

1.0 

1.0 

1.0 

Lower taxes on foreign results 

(5.5) 

(3.5) 

(4.3) 

Settlement of prior years audit 

(2.2) 

- 

- 

Merger-related costs and impairment and restructuring charges 

0.1 

1.0 

2.5 

Other, net 

0.1 

(1.2) 

(0.1) 

Annual tax rate 

28.5% 

32.3% 

34.1% 


Deferred tax liabilities 



Investments in noncontrolled affiliates 

$ 792 

$ 753 

Property, plant and equipment 

806 

746 

Pension benefits 

512 

327 

Intangible assets other than nondeductible goodwill 

146 

127 

Safe harbor leases 

33 

57 

Zero coupon notes 

53 

61 

Other 

199 

342 

Gross deferred tax liabilities 

2,541 

2,413 

Deferred tax assets 



Net carryforwards 

535 

504 

Stock compensation 

332 

232 

Retiree medical benefits 

343 

315 

Other employee-related benefits 

333 

228 

Various current and noncurrent liabilities 

482 

414 

Gross deferred tax assets 

2,025 

1,693 

Valuation allowances 

(438) 

(487) 

Deferred tax assets, net 

1,587 

1,206 

Net deferred tax liabilities 

$ 954 

$1,207 

Included within: 



Prepaid expenses and other current assets 

$307 

$279 

Deferred income taxes 

$1,261 

$1,486 


68 





































Operating loss carryforwards totaling $3.5 billion at year- 
end 2003 are being carried forward in a number of foreign and 
state jurisdictions where we are permitted to use tax operating 
losses from prior periods to reduce future taxable income. 
These operating losses will expire as follows: $0.2 billion in 
2004, $2.8 billion between 2005 and 2023 and $0.5 billion may 
be carried forward indefinitely. In addition, certain tax credits 
generated in prior periods of approximately $74 million are 
available to reduce certain foreign tax liabilities through 2011. 
We establish valuation allowances for our deferred tax assets 
when the amount of expected future taxable income is not 
likely to support the use of the deduction or credit. 

We have not recognized any United States tax expense on 
undistributed international earnings since we have the inten¬ 
tion to reinvest the earnings outside the United States for the 
foreseeable future.These undistributed earnings are approxi¬ 
mately $8.8 billion at December 27,2003. 


Analysis of valuation allowances: 

2003 2002 2001 

Balance, beginning of year $487 $511 $ 813 

(BenefitJ/provision (52) (22) (300) 

Other additions/(deductions) 3 (2) (2) 

Balance, end of year $438 $487 $ 511 


For additional unaudited information on our income tax 
policies, see "Our Critical Accounting Policies" in Management's 
Discussion and Analysis. 


Note 6 — Stock Compensation 


Our stock option program is a broad-based 
program designed to attract and retain employees 
while also aligning employees' interests with the 
interests of our shareholders. Employees at all levels 
participate in our stock option program. In addition, 
members of our Board of Directors receive stock 
options and restricted stock units for their service 
on our Board. Stock options are granted to employ¬ 
ees under the 2003 Long-Term Incentive Plan (LTIP), 
our only active plan. At year-end 2003,72 million 
shares were available for future executive and 
SharePower grants. For additional unaudited infor¬ 
mation on our stock option program, see "Our 
Critical Accounting Policies"in Management's 
Discussion and Analysis. 

SharePower Grants 

SharePower options are awarded under our 2003 
LTIP to all eligible employees. Options become 
exercisable after three years, have a 10-year term, 
and through 2003, were based on annual 
earnings and tenure. In 2003, SharePower grants 
represented approximately 23% of our annual 
employee option grants. 

Executive Grants 

All senior management and certain middle man¬ 
agement are awarded 2003 LTIP executive grants 
which, through 2003, were generally based on a 
multiple of base salary. LTIP executive grants gener¬ 
ally become exercisable at the end of three years 
and have a 10-year term. 

Fair Value Method of Accounting 

Historically, we have accounted for our employee 
stock options using the intrinsic value method.This 


method measures stock compensation expense as the amount by which 
the market price of the stock exceeds the exercise price on the date of 
grant We did not recognize any stock compensation expense under this 
method because we grant our stock options at the current stock price. At 
the end of 2003, we voluntarily adopted the fair value method of account¬ 
ing for stock options. We selected the retroactive restatement method as 
described in SFAS 148, Accounting for Stock-Based Compensation — 
Transition and Disclosures o adopt this accounting. Under this method, we 
have restated our 2003,2002 and 2001 results to recognize stock compen¬ 
sation expense as if we had always applied the fair value method to 
account for our unvested stock options in the years presented.The impact 
of the restatement is as follows: 



2003 

2002 

2001 

Income before income taxes 

Income before income taxes, 
before restatement 

Stock compensation expense 

$5,399 

(407) 

$ 4,868 
(435) 

$4,029 

(385) 

Restated income before income taxes 

$4,992 

$ 4,433 

$3,644 

Net income 

Net income, before restatement 

Stock compensation expense 

$3,861 

(293) 

$3,313 

(313) 

$ 2,662 
(262) 

Restated net income 

$3,568 

$3,000 

$ 2,400 

Net income per common share — basic 

Net income per common share, 
before restatement $ 2.25 

Stock compensation expense (0.18) 

$1.89 

(0.18) 

$ 1.51 
(0.15) 

Restated net income per common share 

$2.07 

$1.71 

$ 1.36 

Net income per common share — diluted 

Net income per common share, 
before restatement $ 2.21 

Stock compensation expense (0.16) 

$ 1.85 
(0.17) 

$ 1.47 
(0.14) 

Restated net income per common share 

$ 2.05 

$ 1.68 

$ 1.33 
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Our Assumptions 

Under the fair value method of accounting, we measure stock 
compensation expense at the date of grant using a Black- 
Scholes valuation model. Our weighted-average Black-Scholes 
fair value assumptions include; 



2003 

2002 

2001 

Expected life 

6yrs. 

6yrs. 

5yrs. 

Risk free interest rate 

3.1% 

4.4% 

4.8% 

Expected volatility 

27% 

27% 

29% 

Expected dividend yield 

1.15% 

1,14% 

0,98% 


Our Stock Option Activity ^: 

2003 2002 2001 



Options 

Average 

Price' 1 ’) 

Options 

Average 

Price' 13 ) 

Options 

Average 

Price'* 3 ) 

Outstanding at beginning of year 

190,432 

$36.45 

176,922 

$32.35 

170,640 

$28.08 

Granted 

41,630 

39.89 

37,376 

48,75 

40,432 

43.53 

Exercised 

(25,833) 

26.74 

(19,558) 

23.32 

(29,064) 

21.59 

Forfeited/expired 

(8,056) 

43.56 

(4,308) 

39.01 

(5,086) 

34.83 

Outstanding at end of year 

198,173 

38.12 

190,432 

36.45 

176,922 

32.35 

Exercisable at end of year 

97,663 

$32.56 

82,620 

$30.14 

83,521 

$26.32 

Weighted average fair value of options granted 

$11.21 


$15.20 


$13.53 


Stock options outstanding and exercisable at December 27,2003 ^: 

Options Outstanding_Options Exercisable 


Range of Exercise Price 

Options 

Average 

Life' c ) 

Average 

Price'* 3 ) 

Options 

Average 

Priced 

$13.72 to $21.31 

6,688 

1.20 yrs. 

$16,42 

6,365 

$16.31 

$21.36 to $38.25 

72,455 

4.52 

31.57 

71,035 

31.62 

$38.50 to $51.50 

119,030 

8.00 

43.42 

20,263 

41.51 


198,173 

6,41 

38.12 

97,663 

32.56 


(a) Options are in thousands and include options granted under Quaker plans. 

(b) Weighted average exercise price. 

(c) Weighted average contractual life remaining in years. 


Note 7 — Pension, Retiree Medical and Savings Plans 


Our pension plans cover full-time employees in the United 
States and certain international employees. Benefits are 
determined based on either years of service or a combination 
of years of service and earnings. U.S. retirees are also eligible 
for medical and life insurance benefits (retiree medical) if they 
meet age and service requirements. Generally, our retiree 
medical costs are capped at a specified dollar amount, with 
retirees contributing the remainder. We use a September 30 
measurement date.The cost or benefit of plan changes which 
increase or decrease benefits for prior employee service (prior 
service cost) is included in expense on a straight-line basis over 
the average remaining service period of employees expected 
to receive benefits. 


Our 2003 disclosures do not reflect any impact of the 
Medicare Prescription Drug, Improvement and Modernization 
Act of 2003 (the Act) signed into law in December 2003, as it 
occurred after the measurement date for our plans. For 2004, 
we will account for the effect of the Act. We expect our 2004 
retiree medical costs to be between $5 million and $10 million 
lower as a result of the Act and expect our liability to be reduced 
by approximately $50 million.These amounts are based on 
preliminary estimates that are dependent on interpretative 
regulations not yet available, and therefore, subject to change. 

For additional unaudited information on our pension and 
retiree medical plans and related accounting policies and 
assumptions, see "Our Critical Accounting Policies" in 
Management's Discussion and Analysis. 
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2003 

2002 

2001 

Weighted average pension assumptions 



Liability discount rate 

6.1% 

6.7% 

7.4% 

Expense discount rate 

6.7% 

7.4% 

7.7% 

Expected return on plan assets 

8.2% 

9.1% 

9.8% 

Rate of salary increases 

4.4% 

4.4% 

4.6% 

Components of pension expense 

Service cost 

$178 

$156 

$127 

Interest cost 

284 

265 

233 

Expected return on plan assets 

(359) 

(329) 

(301) 

Amortization of prior service cost 

6 

6 

8 

Amortization of experience 
loss/(gain) 

48 

4 

(ID 

Pension expense 

157 

102 

56 

Special termination benefits 

4 

9 

27 

Total 

$161 

$m 

$ 83 

Weighted average retiree medical assumptions 


Liability discount rate 

6,1% 

6.7% 

7.5% 

Expense discount rate 

6.7% 

7.5% 

7.8% 

Components of retiree medical expense 

Service cost $ 33 

$ 25 

$ 20 

Interest cost 

73 

66 

63 

Amortization of prior 
service benefit 

(3) 

(7) 

(12) 

Amortization of experience loss 

13 

3 

- 

Retiree medical expense 

116 

87 

71 

Special termination benefits 

- 

1 

1 

Total 

$116 

$ 88 

$ 72 



2003 

2002 

2003 

2002 


Pension 

Retiree Medical 

Change in projected benefit liability 



Liability at beginning 
of year 

$ 4,324 

$ 3,556 

$1/120 $ 

911 

Service cost 

178 

156 

33 

25 

Interest cost 

284 

265 

73 

66 

Plan amendments 

5 

12 

(63) 

(25) 

Participant contributions 

6 

6 

- 

- 

Experience loss 

541 

514 

171 

205 

Benefit payments 

(208) 

(234) 

(70) 

(63) 

Special termination 
benefits 

4 

9 


1 

Foreign currency 
adjustment 

80 

40 



Liability at end of year 

$5,214 

$4,324 

$1,264 $1,120 


Liability at end of year 
for service to date $4,350 $3,678 


2003 2002 2003 2002 

Pension Retiree Medical 

Change in fair value of plan assets 

Fair value at beginning 


of year 

$3,537 

$3,129 

$ - 

$ - 

Actual return on 

plan assets 

281 

(221) 

- 

- 

Employer contributions/ 

funding 

552 

820 

70 

63 

Participant contributions 

6 

6 

- 

- 

Benefit payments 

(208) 

(234) 

(70) 

(63) 

Foreign currency 

adjustment 

77 

37 

- 

- 

Fair value at end of year 

$4,245 

$3,537 

$ - 

$ - 


Funded status as recognized in the 
Consolidated Balance Sheet 


Funded status at end 

of yea r $ (969) $ (787)$( 1,264) $ (1,120) 


Unrecognized prior 
service cost/(benefit) 44 

Unrecognized 

experience loss 2,207 

Fourth quarter 

benefit payments 6 

44 

1,607 

23 

(83) 

434 

19 

(23) 

275 

19 

Net amounts recognized $1,288 

$ 887 $ 

(894) $ 

(849) 

Net amounts as recognized in the 
Consolidated Balance Sheet 

Other assets $1,581 $1,097 

$ - $ 


Intangible assets 2 

8 

- 

- 

Accrued benefit liability (334) 

(283) 

(894) 

(849) 

Accumulated other 
comprehensive income 39 

65 

. 


Net amounts recognized $1,288 

$ 887 

$(894) $(849) 

Components of increase in 
unrecognized experience loss 

Decrease in discount rate $ 446 

$ 369 

$ 60 

$ 79 

Employee-related 
assumption changes (6) 

53 

80 

76 

Liability-related experience 
different from assumptions 100 

89 

32 

50 

Actual asset return different 
from expected return 78 

550 

_ 

_ 

Amortization of losses (48) 

(4) 

(13) 

(3) 

Other, including foreign 
currency adjustments 30 

16 



Total $600 

$1,073 

$159 

$202 

Selected information for plans with liability for 
service to date in excess of plan assets 

Liability for service to date $(383) $(419) ${1,264)$(1,120) 

Projected benefit liability $(727) 

$(656) $(1,264)$(1,120) 

Fair value of plan assets $123 

$182 

- 

- 
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Of the total projected pension benefit liability at year-end 2003, $535 million relates to plans that we do not fund because of 
unfavorable tax treatment. 

Our estimated future benefit payments are as follows: 



2004 

2005 

2006 

2007 

2008 

2009-13 

Pension 

$190 

$190 

$200 

$215 

$225 

$1,385 

Retiree medical 

$75 

$80 

$85 

$90 

$95 

$515 


These benefit payments include payments made from both funded and unfunded pension plans.The above payments exclude 
any discretionary contributions we may make. We expect such contributions to be approximately $400 million in 2004. 


Pension Assets 

The expected return on pension plan assets is based on our 
historical experience, our pension plan investment guidelines, 
and our expectations for long-term rates of return.Our pension 
plan investment guidelines are established based upon an 
evaluation of market conditions, tolerance for risk and cash 
requirements for benefit payments. Our target allocation for 
2004 and actual pension plan asset allocation at year-end 
2003 and 2002 are as follows: 


Target Actual 

Allocation Allocation 


Asset Category 

2004 

2003 

2002 

Equity securities 

60% 

57% 

48% 

Debt securities 

40% 

34% 

29% 

Other, primarily cash 

- 

9% 

23% 

Total 

100% 

100% 

100% 


Pension assets Include approximately 5.5 million shares 
of PepsiCo common stock with a market value of $251 million 
in 2003, and 5.5 million shares with a market value of $202 
million in 2002.Our investment policy limits the investment in 
PepsiCo stock at the time of investment to 10% of the fair value 
of plan assets. 


Retiree Medical Cost Trend Rates 

An average increase of 12% in the cost of covered retiree med¬ 
ical benefits is assumed for 2004.This average increase is then 
projected to decline gradually to 5% in 2010 and thereafter. 
These assumed health care cost trend rates have an impact on 
the retiree medical plan expense and liability. However, the cap 
on our share of retiree medical costs limits the impact. A 1 per¬ 
centage point change in the assumed health care trend rate 
would have the following effects: 

1% 1% 
Increase Decrease 

2003 service and interest 

cost components $4 $(4) 

2003 benefit liability $45 $(35) 


Savings Plan 

Our U.S. employees are eligible to participate in 401 (k) savings 
plans, which are voluntary defined contribution plans.The 
plans are designed to provide employees with retirement 
savings and strengthen their incentive to build shareholder 
value. Beginning in 2004, we will make matching contributions 
with PepsiCo stock for a portion of eligible pay based on years 
of service. 
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Note 8 — Noncontrolled Bottling Affiliates 


Our most significant noncontrolled bottling affiliates are The Pepsi Bottling Group (PBG) and PepsiAmericas (PAS). Approximately 
10% of our net revenue reflects sales to PBG. 


The Pepsi Bottling Group 

In addition to approximately 41 % of PBG's outstanding com¬ 
mon stock that we own at year-end 2003, we own 100% of 
PBG's class B common stock and approximately 7% of the 
equity of Bottling Group, LLC, PBG's principal operating 
subsidiary.This gives us economic ownership of approximately 
45% of PBG's combined operations. PBG's summarized financial 
information is as follows: 



2003 

2002 


Current assets 

$ 3,039 

$ 1,737 


Noncurrent assets 

8,505 

8,306 


Total assets 

$11,544 

$10,043 


Current liabilities 

$2,478 

$1,248 


Noncurrent liabilities 

6,789 

6,623 


Minority interest 

396 

348 


Total liabilities 

$9,663 

$8,219 


Our investment 

$1,353 

$1,107 



2003 

2002 

2001 

Net revenue 

$10,265 

$9,216 

$8,443 

Gross profit 

$5,050 

$4,215 

$3,863 

Operating profit 

$956 

$898 

$676 

Net income 

$416 

$428 

$305 


In December 2002, PBG acquired Pepsi-Gemex, a franchise 
bottler in Mexico, in which we previously held a 34% 
ownership interest.The table above includes the results of 
Pepsi-Gemex from the transaction date forward. 

Our investment in PBG was $240 million higher than our 
ownership interest in their net assets at year-end 2003. Based 


upon the quoted closing price of PBG shares at year-end 2003, 
the calculated market value of our shares in PBG, excluding our 
investment in Bottling Group, LLC, exceeded our investment 
balance by approximately $1.6 billion. 

PepsiAmericas 

At year-end 2003, we owned approximately 40% of PepsiAmericas 
and their summarized financial information is as follows: 



2003 

2002 


Current assets 

$ 560 

$ 550 


Noncurrent assets 

3,022 

3,013 


Total assets 

$3,582 

$3,563 


Current liabilities 

$ 599 

$ 698 


Noncurrent liabilities 

1,418 

1,416 


Total liabilities 

$2,017 

$2,114 


Our investment 

$847 

$782 



2003 

2002 

2001 

Net revenue 

$3,237 

$3,240 

$3,144 

Gross profit 

$1,360 

$1,272 

$1,232 

Operating profit 

$316 

$301 

$268 

Income from continuing 
operations 

$158 

$136 

$90 

Net income 

$158 

$130 

$19 


Our investment in PAS was $230 million higher than our 
ownership interest in their net assets at year-end 2003. Based 
upon the quoted closing price of PAS shares at year-end 2003, 
the calculated market value of our shares in PepsiAmericas 
exceeded our investment balance by approximately 
$136 million. 


Related Party Transactions 

Our significant related party transactions involve our noncon¬ 
trolled bottling affiliates. We sell concentrate to these affiliates 
that is used in the production of carbonated soft drinks and 
non-carbonated beverages.The sale of concentrate is reported 
net of bottler funding. We also sell certain finished goods to 
these affiliates and we receive royalties for the use of our trade¬ 
marks for certain products. For further unaudited information 
on these bottlers, see "Our Customers" in Management's 
Discussion and Analysis.These transactions with our 
bottling affiliates are reflected in our consolidated financial 
statements as follows: 



2003 

2002 

2001 

Net revenue 

$3,699 

$3,455 

$2,262 

Selling, general and 
administrative expenses 

$128 

$105 

$75 

Accounts and notes 
receivable 

$158 

$126 


Accounts payable and 
other current liabilities 

$138 

$122 



Such amounts are settled on terms consistent with other 
trade receivables and payables. See Note 9 regarding our 
guarantee of certain PBG debt. 

In addition, we coordinate,on an aggregate basis, the nego¬ 
tiation and purchase of sweeteners and other raw materials 
requirements for certain of our bottlers with suppliers. Once 
we have negotiated the contracts, the bottlers order and take 
delivery directly from the supplier and pay the suppliers 
directly. Consequently, these transactions are not reflected in 
our consolidated financial statements. As the contracting 
party, we could be liable to these suppliers in the event of any 
nonpayment by our anchor bottlers, but we consider this 
exposure to be remote. 
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Note 9 — Debt Obligations and Commitments 



2003 

2002 

Short-term debt obligations 

Current maturities of long-term debt 

$446 

$485 

Other borrowings (5.1% and 5.7%) 

520 

452 

Amounts reclassified to long-term debt 

(375) 

(375) 


$591 

$562 

Long-term debt obligations 

Short-term borrowings, reclassified 

$ 375 

$ 375 

Notes due 2004-2026 (5.7% and 4.0%) 

1,186 

1,716 

Zero coupon notes, $575 million 
due 2004-2012(13.5%) 

330 

338 

Other, due 2004-2015 (6.4% and 7.6%) 

257 

243 


2,148 

2,672 

Less: current maturities of long-term 
debt obligations 

(446) 

(485) 


$1,702 

$2,187 


The interest rates in the above table reflect weighted 
average rates. 


Short-term borrowings are reclassified to long-term when 
we have the intent and ability, through the existence of the 
unused lines of credit, to refinance these borrowings on a long¬ 
term basis. At year-end 2003, we maintained $750 million in 
corporate lines of credit subject to normal banking terms and 
conditions.These credit facilities support short-term debt 
issuances and remained unused at year-end 2003. Of the $750 
million, $375 million expires in June 2004 with the remaining 
$375 million expiring in June 2008. Upon consent of PepsiCo 
and the lenders, these facilities can be extended an additional 
year. In addition, $395 million of our debt was outstanding on 
various lines of credit maintained for our international divisions. 
These lines of credit are subject to normal banking terms and 
conditions and are committed to the extent of our borrowings. 


Long-Term Contractual Commitments and Off-Balance Sheet Arrangements 


Payments Due by Year 



Total 

Less Than 

1 Year 

1-3 Years 

3-5 Years 

More Than 

5 Years 

Long-term contractual commitments 

Long-term debt obligations^ 

$1,702 

$ 

$ 274 

$ 902 

$ 526 

Non-cancelable operating leases 

610 

154 

209 

99 

148 

Purchasing commitments^ 

3,363 

844 

1,070 

565 

884 

Marketing commitments 

584 

218 

290 

63 

13 

Other commitments 

44 

27 

13 

2 

2 


$6,303 

$1,243 

$1,856 

$1,631 

$1,573 


(a) Reflects non-cancelable commitments as of December 27,2003 based on year-end foreign exchange rates. 

(b) Excludes current maturities of long-term debt of $446 million which are classified within current liabilities. 

(c) includes approximately $50 million of long-term commitments which are reflected in other liabilities in our Consolidated Balance Sheet. 


Most long-term contractual commitments, except for our 
long-term debt obligations, are not recorded in our 
Consolidated Balance Sheet. Non-cancelable purchasing and 
marketing commitments are in the normal course of our busi¬ 
ness for our projected needs. As bottler funding is negotiated 
on an annual basis, these commitments are not reflected in our 
long-term contractual commitments. See Note 7 regarding our 
pension and retiree medical obligations and discussion below 
regarding our commitments to noncontrolled bottling 
affiliates and former restaurant operations. 

Off-Balance Sheet Arrangements 

It is not our business practice to enter into off-balance sheet 
arrangements nor is it our policy to issue guarantees to our 


bottlers, noncontrolled affiliates or third parties. However, cer¬ 
tain guarantees were necessary to facilitate the separation of 
our bottling and restaurant operations from us. In connection 
with these transactions, we have guaranteed $2.3 billion of 
Bottling Group, LLC's long-term debt through 2012 and $57 
million of YUM! Brands, Inc. (YUM) outstanding obligations, pri¬ 
marily property leases.The terms of our Bottling Group, LLC 
debt guarantee are intended to preserve the structure of PBG's 
separation from us and our payment obligation would be trig¬ 
gered if Bottling Group, LLC failed to perform under these debt 
obligations or the structure significantly changed. Our guaran¬ 
tees of certain obligations ensured YUM's continued use of 
certain properties.These guarantees would require our cash 
payment if YUM failed to perform under these lease obligations. 
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Note 10 — Risk Management 


We are exposed to the risk of loss arising from adverse changes in: 

* commodity prices, affecting the cost of our raw 
materials and fuel; 

* foreign exchange risks; 

* stock prices; and 

* discount rates, affecting the measurement of our pension 
and retiree medical liabilities. 

In the normal course of business, we manage these risks 
through a variety of strategies, including the use of derivative 
instruments designated as cash flow and fair value hedges. See 
"Our Market Risks"in Management's Discussion and Analysis 
for further unaudited information on our risks. 

For cash flow hedges, changes in fair value are generally 
deferred in accumulated other comprehensive loss within share¬ 
holders'equity until the underlying hedged item is recognized in 
net income. For fair value hedges, changes in fair value are rec¬ 
ognized immediately in earnings,consistent with the underlying 
hedged item. Hedging transactions are limited to an underlying 
exposure. As a result, any change in the value of our derivative 
instruments would be substantially offset by an opposite 
change in the value of the underlying hedged items. Hedging 
ineffectiveness and a net earnings impact occur when the 
change in the value of the hedge does not offset the change 
in the value of the underlying hedged item. We do not use 
derivative instruments for trading or speculative purposes 
and we limit our exposure to individual 
counterparties to manage credit risk. 

Commodity Prices 

We are subject to commodity price risk 
because our ability to recover increased 
costs through higher pricing may be lim¬ 
ited in the competitive environment in 
which we operate.This risk is managed 
through the use of fixed-price purchase 
orders, pricing agreements, geographic 
diversity and cash flow hedges. We use 
cash flow hedges, with terms of no more 
than two years, to hedge price fluctua¬ 
tions related to a portion of our antici¬ 
pated commodity purchases, primarily 
for corn, natural gas and oats. Any 
ineffectiveness is recorded immediately. 

However, our commodity hedges have 
not had any significant ineffectiveness. 

We classify both the earnings and cash 
flow impact from these hedges consis¬ 
tent with the underlying hedged item. 

During the next 12 months, we expect 
to reclassify gains of approximately $1 
million from accumulated other 
comprehensive loss into net income. 


Foreign Exchange 

Our operations outside of the United States generated approxi¬ 
mately 35% of our net revenue of which Mexico, the United 
Kingdom and Canada contributed nearly 20%. As a result, we are 
exposed to foreign currency risks from unforeseen economic 
changes and political unrest.On occasion, we enter into hedges, 
primarily forward contracts with terms of no more than two years, 
to reduce the effect of foreign exchange rates. Ineffectiveness on 
these hedges was not material to our results of operations. In 
2002, we hedged 2.1 billion Mexican pesos related to our net 
investment in Pepsi-Gemex which resulted in a $5 million gain 
upon our disposal of Pepsi-Gemex described in Note 8. 

Stock Prices 

The portion of our deferred compensation liability that is 
based on certain market indexes and on our stock price is 
subject to market risk. We hold mutual fund investments and 
prepaid forward contracts to manage this risk. Changes in the 
fair value of these investments and contracts are recognized 
immediately in earnings and are offset by changes in the 
related compensation liability. 

Fair Value 

All derivative instruments are recognized in our Consolidated 
Balance Sheet at fair value.The fair value of our derivative instru¬ 
ments is generally based on quoted market prices. Book and fair 
values of our derivative and financial instruments are as follows: 


2003 2002 



Book 

Value 

Fair 

Value 

Book 

Value 

Fair 

Value 

Assets 

Cash and cash equivalents 

$820 

$820 

$1,638 

$1,638 

Short-term investments 

$1,181 

$1,181 

$207 

$207 

Forward exchange contracts (b > 

$3 

$3 

$2 

$2 

Commodity contracts 

$4 

$4 

$6 

$6 

Prepaid forward contracts (b) 

$107 

$107 

$96 

$96 

Liabilities 

Forward exchange contracts (c > 

$33 

$33 

$3 

$3 

Commodity contracts 

- 

- 

$2 

$2 

Debt obligations 

$2,293 

$2,569 

$2,749 

$3,134 


included in the Consolidated Balance Sheet under the captions noted above or as indicated below. 

(a) Includes $103 million at December 27,2003 and $82 million at December 28,2002 of mutual fund 
investments used to manage a portion of market risk arising from our deferred compensation liability. 

{b) Included within prepaid expenses and other current assets. 

(c) included within accounts payable and other current liabilities. 


This table excludes guarantees, including our guarantee of $2.3 billion of Bottling 
Group, LLC's long-term debt.The guarantee had a fair value of $35 million at 
December 27,2003 and December 28,2002 based on an external estimate of the cost 
to us of transferring the liability to an independent financial institution. See Note 9 for 
additional information on our guarantees. 


75 







Note 11 — Net Income per 

Common Share 




Basic net income per common share is net income available to 
common shareholders divided by the weighted average of 
common shares outstanding during the period. Diluted net 
income per common share is calculated using the weighted 
average of common shares outstanding adjusted to include 
the effect that would occur if in-the-money employee stock 
options were exercised and preferred shares were converted 

2003 

into common shares. Options to purchase 49.0 million 
shares in 2003,37.9 million shares in 2002 and 0.3 million 
shares in 2001 were not included in the calculation of diluted 
earnings per common share because these options were 
out-of-the-money. 

The computations of basic and diluted net income per 
common share are as shown. 

2002 2001 

Income Shares< a) 

Income 

Shares^ 

Income 

Shares' 3 * 

Net income 

$3,568 


$3,000 


$2,400 


Preferred shares: 







Dividends 

(3) 


(4) 


(4) 


Redemption 

- 


- 


(1) 


Net income available for common shareholders 

$3,565 

1,718 

$2,996 

1,753 

$2,395 

1,763 

Basic net income per common share 

$2.07 


$1.71 


$1.36 


Net income available for common shareholders 

$3,565 

1,718 

$2,996 

1,753 

$2,395 

1,763 

Dilutive securities: 







Stock options 

- 

17 

- 

25 

- 

37 

ESOP convertible preferred stock 

3 

3 

3 

3 

3 

4 

Unvested stock awards 

- 

1 

- 

1 

- 

1 

Diluted 

$3,568 

1,739 

$2,999 

1,782 

$2,398 

1,805 

Diluted net income per common share 

$2.05 


$1.68 


$1.33 



(a) Weighted average common shares outstanding. 


Note 12 — Preferred and Common Stock 


As of December 27,2003, there were 3.6 billion shares of 
common stock and 3 million shares of convertible preferred 
stock authorized.The preferred stock was issued only for an 
employee stock ownership plan (ESOP) established by Quaker 
and these shares are redeemable by the ESOP participants.The 
preferred stock accrues dividends at an annual rate of $5.46 
per share. At year-end 2003, there were 803,953 preferred 
shares issued and 531,453 shares outstanding. Each share is 
convertible at the option of the holder into 4.9625 shares of 


common stock.The preferred shares may be called by us 
upon written notice at $78 per share plus accrued and 
unpaid dividends. 

As of December 27,2003,0.5 million outstanding shares of 
preferred stock with a fair value of $123 million and 21 million 
shares of common stock were held in the accounts of ESOP 
participants.Quaker made the final award to its ESOP plan in 
June 2001. 


2003 2002 2001 



Shares 

Amount 

Shares 

Amount 

Shares 

Amount 

Preferred stock 

Balance, beginning of year 

0.8 

$41 

0.8 

$41 

1.3 

$100 

Adjustment to effect merger 

- 

- 

- 

- 

(0.5) 

(59) 

Balance, end of year 

0.8 

$41 

0.8 

$41 

0.8 

$ 41 

Repurchased preferred stock 

Balance, beginning of year 

0.2 

$48 

0.1 

$15 

0.5 

$ 51 

Redemptions 

0.1 

15 

0.1 

33 

0.1 

23 

Adjustment to effect merger 

- 

- 

- 

- 

(0.5) 

(59) 

Balance, end of year 

0.3 

$63 

0.2 

$48 

0.1 

$ 15 
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Note 13 —Accumulated Other Comprehensive Loss 


Comprehensive income is a measure of income which includes 
both net income and other comprehensive income or loss. 
Other comprehensive loss results from items deferred on the 
balance sheet in shareholders'equity. Other comprehensive 


income was $405 million in 2003 and other comprehensive 
loss was $26 million in 2002 and $272 million in 2001.The 
accumulated balances for each component of other 
comprehensive loss were as shown. 


2003 2002 2001 


Currency translation adjustment 

Cash flow hedges, net of tax (a) 

Minimum pension liability adjustment 
Other 

$(1,121) 

(12) 

(135) 

1 

$(1,531) 

(142) 

1 

$(1,587) 

(18) 

(43) 

2 

Accumulated other comprehensive loss 

$(1,267) 

$(1,672) 

$(1,646) 

(a) Includes a $8 million gain in 2003, a $4 million loss in 2002 and a $7 million loss in 2001 for our share of our equity 
investees'accumulated derivative activity, in addition, 2001 includes a $3 million gain related to the cumulative 
effect of adopting SFAS 133. 

(b) Net of taxes of $67 million in 2003, $72 million in 2002 and $22 million in 2001. Also, includes $110 million in 2003, 
$99 million in 2002 and $29 million in 2001 for our share of our equity investees' minimum pension liability 
adjustments. 


Note 14 — Supplemental Financial Information 


2003 

2002 

2001 


Accounts receivable 

Trade receivables 

$2,309 

$1,924 



Other receivables 

626 

723 




2,935 

2,647 



Allowance, beginning of year 

116 

121 

$ 126 


Charged to expense 

32 

38 

41 


Other additions (a * 

- 

3 

2 


Deductions (b) 

(43) 

(46) 

(48) 


Allowance, end of year 

105 

116 

$ 121 


Net receivables 

$2,830 

$2,531 


(a) Includes acquisitions and 

lnventory (c) 




currency translation effects. 

Raw materials 

$ 618 

$ 525 


(b) Includes accounts written off 

Work-in-process 

160 

214 


and currency translation effects. 

Finished goods 

634 

603 


(c) Inventories are valued at the 
lower of cost or market. Cost is 


$1,412 

$1,342 




determined using the average, 

Accounts payable and other liabilities 




first-in,first-out (FIFO) or last-in, 

Accounts payable 

$1,638 

$1,543 


first-out (LIFO) methods. 

Approximately 10% in 2003 and 

Accrued marketplace spending 

1,243 

1,240 


19% in 2002 of the inventory 

Accrued compensation and benefits 

851 

806 


cost was computed using the 

Dividends payable 

274 

259 


LIFO method.The differences 
between LIFO and FIFO meth¬ 

Insurance accruals 

151 

168 


ods of valuing these inventories 

Other current liabilities 

1,056 

982 


are not material. 


$5,213 

$4,998 


(d) Includes reserves for tax posi¬ 
tions when, despite our belief 
that our position is fully sup¬ 

Other liabilities (d) 

$4,075 

$4,226 


Other supplemental information 




portable, we believe that our 

Rent expense 

Interest paid 

$231 

$175 

$194 

$119 

$165 

$159 

position is likely to be 
challenged and that we may 
not succeed. 

Income taxes paid 

$1,580 

$1,056 

$857 

(e) Includes our acquisition of the 

Acquisitions^ 




Wotsits brand in the United 

Fair value of assets acquired 

$178 

$626 

$604 

Kingdom for $228 million in 

2002 and the SoBe brand in the 

Cash paid and debt issued 

(71) 

(351) 

(432) 

United States for $337 million 

Liabilities assumed 

$107 

$275 

$172 

in 2001. 
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Management’s Responsibility for Financial Reporting 


To Our Shareholders: 


At PepsiCo, our actions — the actions of all our associates — 
are governed by our Worldwide Code of Conduct.This code is 
clearly aligned with our stated values — a commitment to 
sustained growth, through empowered people, operating with 
responsibility and building trust. Both the code and our core 
values enable us to operate with integrity — both within the 
letter and the spirit of the law. Our Code of Conduct is 
reinforced consistently at all levels and in all countries. We 
have maintained strong governance policies and practices for 
many years. 

The management of PepsiCo is responsible for the objectiv¬ 
ity and integrity of our consolidated financial statements.The 
Audit Committee of the Board of Directors has engaged 
independent auditors, KPMG LLP, to audit our consolidated 
financial statements and they have expressed an unqualified 
opinion.We are committed to providing timely, accurate and 
understandable information to investors. 

This encompasses: 

Maintaining a strong internal control environment with a 
focus on financial stewardship. Our system of internal 
controls includes written policies and procedures, segregation 
of duties and the careful selection and development of 
employees.The system is designed to provide reasonable 
assurance that transactions are executed as authorized and 
accurately recorded; that assets are safeguarded; and that 
accounting records are sufficiently reliable to permit the 
preparation of financial statements that conform in all material 
respects with accounting principles generally accepted in the 
United States of America. We maintain disclosure controls and 
procedures designed to ensure that information required to be 
disclosed in reports under the Securities Exchange Act of 1934 
is recorded, processed, summarized and reported within the 
specified time periods. We monitor these internal controls 
through self-assessments and an ongoing program of internal 
audits. Our internal controls are reinforced through our 
Worldwide Code of Conduct, which sets forth our commitment 
to conduct business with integrity, and within both the letter 
and the spirit of the law. 

Exerting rigorous oversight of the business. We 

continuously review our business results and strategies.This 
encompasses financial discipline in our strategic and daily 
business decisions. Our Executive Committee is actively 
involved — from understanding strategies and alternatives to 
reviewing key initiatives and financial performance.The intent 
is to ensure we remain objective in our assessments, construc¬ 
tively challenge our approach to potential business opportuni¬ 
ties and issues, and monitor results and controls. 


Engaging strong and effective Corporate Governance from 
our Board of Directors. We have an active, capable and 
diligent Board that meets the required standards for indepen¬ 
dence, and we welcome the Board's oversight as a representa¬ 
tive of our shareholders. Our Audit Committee comprises 
independent directors with the financial knowledge and 
experience to provide appropriate oversight. We review our 
critical accounting policies,financial reporting and internal 
control matters with them and encourage their direct 
communication with KPMG LLP, our independent auditors 
and with our General Auditor. 

Providing investors with financial results that are 
complete, transparent and understandable. The 

consolidated financial statements and financial information 
included in this report are the responsibility of management. 
This includes preparing the financial statements in accordance 
with accounting principles generally accepted in the United 
States of America, which require estimates based on manage¬ 
ment's best judgment. 

PepsiCo has a strong history of doing what's right. We 
realize that great companies are built on trust, strong ethical 
standards and principles.Our financial results are delivered 
from that culture of accountability, and we take responsibility 
for the quality and accuracy of our financial reporting. 


7§P52_ 

Peter A. Bridgman 

Senior Vice President and Controller 



President and Chief Financial Officer 


Steven S Reinemund 

Chairman of the Board and Chief Executive Officer 



78 




Independent Auditors’ Report 


Board of Directors and Shareholders 
PepsiCo, Inc.: 

We have audited the accompanying Consolidated Balance 
Sheet of PepsiCo, Inc. and Subsidiaries as of December 27,2003 
and December 28,2002 and the related Consolidated 
Statements of Income, Cash Flows and Common Shareholders' 
Equity for each of the years in the three-year period ended 
December 27,2003.These consolidated financial statements 
are the responsibility of PepsiCo, Inc.'s management. Our 
responsibility is to express an opinion on these consolidated 
financial statements based on our audits. 

We conducted our audits in accordance with auditing 
standards generally accepted in the United States of America. 
Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the financial state¬ 
ments are free of material misstatement. An audit includes 
examining,on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and signifi¬ 
cant estimates made by management,as well as evaluating the 
overall financial statement presentation. We believe that our 
audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements 
referred to above present fairly, in all material respects, the 
financial position of PepsiCo, Inc.and Subsidiaries as of 
December 27,2003 and December 28,2002, and the results of 
their operations and their cash flows for each of the years in 
the three-year period ended December 27,2003, in conformity 


with accounting principles generally accepted in the United 
States of America. 

As discussed in Note 6 to the consolidated financial 
statements, in 2003 PepsiCo, Inc. adopted the fair value method 
of accounting for employee stock options by retroactively 
restating all periods presented as described in the Financial 
Accounting Standards Board's Statement of Financial 
Accounting Standards No. 148,"Accounting for Stock Based 
Compensation —Transition and Disclosure.”Furthermore,as 
discussed in Note 4 to the consolidated financial statements, in 
2002 PepsiCo, Inc. adopted the provisions of the Financial 
Accounting Standards Board's Statement of Financial 
Accounting Standards No, 142,"Goodwill and Other 
Intangible Assets." 

KPMG LLP 

New York, New York 

February 9,2004 
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Selected Financial Data 

(in millions except per share amounts, unaudited) 


QUARTERLY 

2003 

2002 

2003 

2002 

2003 

2002 

2003 

2002 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Net revenue 

$5,530 

5,311 

6,538 

6,119 

6,830 

6,300 

8,073 

7,382 

Gross profit 

$2,996 

2,881 

3,546 

3,343 

3,714 

3,427 

4,336 

3,964 

Merger-related costs (a) 

Net income (b) 

$ 11 

36 

11 

65 

9 

33 

28 

90 

As reported 

$ 777 

689 

1,009 

875 

1,077 

953 



Stock compensation expense 

(79) 

(87) 

(65) 

(67) 

(65) 

(69) 



As restated 

$ 698 

602 

944 

808 

1,012 

884 

914 

706 

Net income per common share — basic (b ^ 









As reported 

$ 0.45 

0.39 

0.59 

0.49 

0.63 

0.54 



Stock compensation expense 

(0.04) 

(0.05) 

(0.04) 

(0.03) 

(0.04) 

(0.04) 



As restated 

$ 0.41 

6.34 

0.55 

0.46 

0.59 

0.50 

0.53 

0.41 

Net income per common share — diluted 









As reported 

$ 0.45 

0.38 

0.58 

0.48 

0.62 

0.53 



Stock compensation expense 

(0.05) 

(0.05) 

(0.04) 

(0.03) 

(0.04) 

(0.03) 



As restated 

$ 0.40 

0.33 

0.54 

0.45 

0.58 

0.50 

0.52 

0.40 

Cash dividends declared per common share 
Stock price per share ^ 

$ 0.15 

0,145 

0.16 

0.15 

0.16 

0.15 

0.16 

0.15 

High 

$44.06 

51.48 

45.11 

53.50 

47.98 

52.00 

48.88 

45.30 

Low 

$36.24 

47.43 

38.06 

49.88 

43.10 

35.01 

44.11 

34.00 

Close 

$41.50 

50.90 

44.74 

50.90 

44.33 

37.99 

46.47 

41.67 


(a) Merger-related costs (see Note 3 to our consolidated financial statements): 

2003 2002 2003 2002 2003 2002 2003 

2002 


First Quarter 

Second Quarter 

Third Quarter 

Fourth Quarter 

Pre-tax 

$11 

$36 

$11 

$65 

$9 

$33 

$28 

$90 

After-tax 

$10 

$30 

$9 

$52 

$6 

$27 

$17 

$81 

Per share 

- 

$0.02 

- 

$0.03 

- 

$0.02 

$0.01 

$0.05 


(b) As described in Note 6 to our consolidated financial statements, we have restated our results to adopt the fair value method of accounting 
for stock options. 

(c) Represents the composite high and low sales price and quarterly closing prices for one share of PepsiCo common stock. Pre-merger amounts are those 
of PepsiCo prior to the effective date of the merger. 


FIVE-YEAR SUMMARY 

2003 

2002 

2001 

2000 

1999 

Net revenue 

$26,971 

25,112 

23,512 

22,337 

22,183 

Net income 

$ 3,568 

3,000 

2,400 

2,543 

2,505 

Income per common share — basic 

$ 2.07 

1.71 

1.36 

1.45 

1.41 

Income per common share — diluted 

$ 2.05 

1.68 

1.33 

1.42 

1.38 

Cash dividends declared per common share 

$ 0.630 

0.595 

0.575 

0.555 

0.535 

Total assets 

$25,327 

23,474 

21,695 

20,757 

19,948 

Long-term debt 

$ 1,702 

2,187 

2,651 

3,009 

3,527 


Asa result of the adoption of SFA5 142 and the consolidation of SVE in 
provided above is not comparable. 

■ Includes Quaker merger-related costs of: 



2003 

2002 

2001 

Pre-tax 

$59 

$224 

$356 

After-tax 

$42 

$190 

$322 

Per share 

$0.02 

$0.11 

$0.18 


* Includes restructuring and impairment charges of: 


2003 2001 2000 1999 


Pre-tax 

$147 

$31 

$184 

$73 

After-tax 

$100 

$19 

$111 

$45 

Per share 

$0.06 

$0.01 

$0.06 

$0.02 


bottiing deconsolidation in 1999 and items identified below,the data 


In 2003, we voluntarily adopted the fair value method of accounting for 
stock options. We selected the retroactive restatement method as 
described in SFAS 148, Accounting for Stock-Based Compensation — 
Transition and Disclosure , to adopt this accounting. Under this method 
we have restated our 2003,2002 and 2001 results to recognize stock 
compensation expense as follows: 



2003 

2002 

2001 

Pre-tax 

$407 

$435 

$385 

After-tax 

$293 

$313 

$262 

Per share 

$0.16 

$0.17 

$0.14 


2002, the 


The 2000 fiscal year consisted of fifty-three weeks compared to fifty-two 
weeks in our normal fiscal year.The 53rd week increased 2000 net 
revenue by an estimated $294 million and net income by an estimated 
$44 million (or $0,02 per share). 


Fiscal years 2000 and 1999 have not been restated for this adoption. 

• Cash dividends per common share are those of pre-merger PepsiCo 
prior to the effective date of the merger. 


• In 1999, includes a net gain on bottling transactions of $1.0 billion 
($245 million after-tax or $0.14 per share) and a Quaker favorable tax 
adjustment of $59 million (or $0.03 per share). 
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Common Stock Information 

Stock Trading Symbol - PEP 
Stock Exchange Listings 

The New York Stock Exchange is the principal 
market for PepsiCo common stock, which is also 
listed on the Amsterdam, Chicago, Swiss and Tokyo 
Stock Exchanges. 

Shareholders 

At year-end 2003, there were approximately 213,000 
shareholders of record. 

Dividend Policy 

Our policy is to pay quarterly cash dividends at 
approximately one-third of our previous year's net 
income. Dividends are usually declared in January, 

May, July and November and paid at the end of March, 
June and September and the beginning of January. 
The dividend record dates for these payments are, 
subject to approval of the Board of Directors, expected 
to be March 12 June 11, September 10 and 
December 10,2004. We have paid quarterly cash 
dividends since 1965. Amounts in the chart reflect 
pre-merger PepsiCo for the dates prior to our merger 
with The Quaker Oats Company. 


Cash Dividends Declared 

Per Share (In $) 



1999 2000 2001 2002 2003 


Slock Performance 

PepsiCo was formed through the 1965 merger of 
Pepsi-Cola Company and Frito-Lay, Inc. A $1,000 
investment in our stock made on December 31,1998, 
was worth about $ 1,216 on December 31,2003, 
assuming the reinvestment of dividends. This performance 
represents a compounded annual growth rate of 4%. 

The closing price for a share of PepsiCo common 
stock on the New York Stock Exchange was the price 
as reported by Bloomberg for the years ending 
1998-2003.These amounts reflect the closing price 
of pre-merger PepsiCo prior to our merger with 
The Quaker Oats Company. Past performance is not 
necessarily indicative of future returns on investments 
in PepsiCo common stock. 

Year-end Market Price of Stock 

(In $) Based on calendar year-end. 



Shareholder Information 

Annual Meeting 

The Annual Meeting of Shareholders will be held at 
Frito-Lay Corporate Headquarters, 7701 Legacy Drive, 
Plano,Texas, on Wednesday, May 5,2004, at 11 a.m. 
local time. Proxies for the meeting will be solicited by 
an independent proxy solicitor.This Annual Report is 
not part of the proxy solicitation. 

Inquiries Regarding Your Stock Holdings 

Registered Shareholders (shares held by you in your 
name) should address communications concerning 
statements, dividend payments, address changes, lost 
certificates and other administrative matters to; 

The Bank of New York 
Shareholder Services Department 
P.O.Box 11258 
Church Street Station 
New York, NY 10286-1258 
Telephone; 800-226-0083 

610-312-5303 (Outside the U.S.) 

E-mail: sha reow ner-svcs@ba n kofny.com 
Web site: www.stockbny.com 
or 

Manager Shareholder Relations 
PepsiCo, Inc. 

700 Anderson Hill Road 
Purchase, NY 10577 
Telephone: 914-253-3055 

In all correspondence or telephone inquiries, please 
mention PepsiCo, your name as printed on your stock 
certificate,your Social Security number,your address 
and telephone number. 

Beneficial Shareholders (shares held by your 
broker in the name of the brokerage house) should 
direct communications on all administrative matters 
to your stockbroker, 

SharePower Participants (employees with 
SharePower options) should address all questions 
regarding your account, outstanding options or shares 
received through option exercises to: 

Merrill Lynch/SharePower 
Stock Option Unit 
1600 Merrill Lynch Drive 
Mail Stop 06-02-SOP 
Pennington, NJ 08534 
Telephone: 800-637-6713 

(U.S., Puerto Rico and Canada) 
609-818-8800 (all other locations) 

In all correspondence, please provide your account 
number (for U.S. citizens, this is your Social Security 
number), your address,your telephone number 
and mention PepsiCo SharePower, For telephone 
inquiries, please have a copy of your most recent 
statement available. 

Employee Benefit Plan Participants: 

Common Stock Purchase Program 
Fidelity Investments 
P.O.Box 77001 
Cincinnati, OH 45277-0002 
Telephone: 800-544-9354 

(U.S., Puerto Rico and Canada) 
800-544-0275 (all other locations) 

E-mail, go to www.fidelity.com, select "Customer 
Service," then "Contact Us." 


PepsiCo 401 (k) Plan 3 
Fidelity Investments 
P.O.Box 9029 
Boston, MA 02205 
Telephone: 800-883-4015 

877-833-9900 (outside U.S.) 

Please have a copy of your most recent statement 
available when calling with inquiries. 

Shareholder Services 

Dividend Reinvestment Plan 

A brochure explaining this convenient plan, for which 
PepsiCo pays all administrative costs, is available from 
our transfer agent: 

The Bank of New York 

Dividend Reinvestment Department 

P.O.Box 1958 

Newark, NJ 07101 -9774 

Telephone: 800-226-0083 

Direct Deposit of Dividends 

Information on the Direct Deposit service is available 
from our transfer agent: 

The Bank of New York 
Shareholder Services Department 
P.O.Box 11258 
Church Street Station 
New York, NY 10286-1258 
Telephone: 800-226-0083 

610-312-5303 (Outside the U.S.) 

Financial and Other Information 

PepsiCo's 2004 quarterly earnings releases are 
expected to be issued the weeks of April 12, July 12, 
September 27,2004, and January 30,2005. 

Copies of PepsiCo's SEC reports, earnings and other 
financial releases,corporate news and additional 
company information are available on our web site 
http://www.pepsico.com or contact PepsiCo's 
Manager of Shareholder Relations at 914-253-3055. 

If you have questions regarding PepsiCo's financial 
performance, contact: 

Jack Callahan 

Senior Vice President, Investor Relations 
PepsiCoJnc. 

Purchase, NY 10577 
Telephone: 914-253-3035 

Independent Auditors 

KPMG LLP 
345 Park Avenue 
New York, NY 10154-0102 
Telephone: 212-758-9700 

Corporate Headquarters 

PepsiCo, Inc. 

700 Anderson Hill Road 
Purchase, NY 10577 
Telephone: 914-253-2000 

PepsiCo Web Site 
http://www.pepsico.com 

© PepsiCo, Inc. 2004 
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